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A B S T R A C T 
ROLE OF INVESTMENT TRUSTS IN MOBILIZING SMALL 
SAVINGS FOR THE ECONOMIC DEVELOPMENT OF INDIA 
Among f inanc ia l intermediaries in the industrially-
advanced countries l i ke the United Kingdom, the United 
States and Japan, investment trusts are playing a 
s i gn i f i c an t ro l e in the mobi l izat ion of the savings of 
the small investors f o r productive channels. The same, 
however, cannot be said about the Indian investment trusts 
although the developing economy of the country o f f e r s a 
favourable climate f o r the growth of genuine investment 
t rus ts . The augmentation o f savings into stock exchange 
investments, the emergence o f cap i ta l appreciation and 
growth prospects in addit ion to safety and regu lar i ty of 
income, as investment ob j ec t i v es^ j^ j^^ smair i .hSre^f^ 
and the trend toja^^f^-^^^^^^^^^isversal of income under-
l i n e the^ne^^^ and provide the scope f o r the develop-
ment inst i tut ions l i ke investnent trusts 
flow to make the investment trusts meaningful in 
•^ ndia the author has suggested measures which the 
lOvernment of India and the investment trusts should 
ake to implement the planned economic development of 
'--ountry* 
^ The author has reasons to be l ieve that the invest 
me^t t rusts , par t i cu lar ly of the unit type, would be 
Suitable agency f o r mobil ising the savings of the s 
( i i ) 
investors. There is no denying the fact that the 
Unit Trust of India is a step in the right d i rect ion, 
but alone i t cannot de l iver the goods. 
I f investment trusts are to give a good account of 
themselves the government should pass an enabling 
l e g i s l a t i on , permitting the establishment of a number of 
unit trusts to cater to the need of d i f f e r en t types of 
investors . To ensure sound management, the 'man%ement 
company-trustee' structure with we l l recognized rights 
and duties of a l l parties concerned appears to be suitable 
inasmuch as i t w i l l provide, among other things, internal 
check and increased safety to investors. F ina l l y , some of 
the statutory requirements such as the control of capital 
issues, reduction of capi ta l in re la t ion to redemption, 
pre-emptive r ights of equity holders and distr ibut ion of 
cap i ta l gains along w'lth adequate tax concessions would 
J 
require modif ication for the expansion of investment 
trusts on sound l ines . 
Organized on the l ines indicated above the investmen 
trusts would accelerate the tempo of economic development 
and democratize the industr ial share ownership. Thus 
would act to the furtherance of some of the object ives o 
the Direct ive Principles of State Pol icy enshrined in th 
Constitution. 
P R E F A 0 B 
The importance of mobilization of resources f o r speedy 
economic development in under-developed countries cannot be 
over-empbasized. Ab i l i t y and desire of the people to save 
notwithstanding, appropriate f inanc ia l intermediaries are 
indispensible for stimulating capita l formation. In the task 
of mobil ization of resources f o r progfessive ly bigger plans in 
India , there fore , there is need to experiment witB tHe creation 
o f new f inanc ia l intermediaries to appeal to the var ied interests 
and preferences of the investing public. 
I t is in this context of mobilizing savings that investment 
trusts, as f inanc ia l inst i tut ions , hold promise of becoming an 
important investment medium f o r small investors as we l l as a 
source of ftmds f o r economic development. Although the importance 
of such inst i tut ions was highlighted by the Indian Central 
Banking Enquiry Committee as early as 1931 and the Shroff Committee 
in 1954, i t s treatment as related to economic development has, 
t o my Knowledge, remained largely an unexplored f i e l d . This 
thesis makes this emphasis as a basis f o r the invest igat ion of 
the ro le of investment trusts in mobilizing small savings f o r 
the economic development of India. 
Chapter I deals '^d.th the nature and types of investment 
t rusts . The analysis leaves no doubt that ' the basis object ives 
( i i ) 
of a l l investment t ras ts , despite the i r di f ferences as to 
organizational structure, sales procedure and investment 
pol icy and so on, is to pool the funds of small investors 
with a view to obtaining greater d i ve rs i f i ca t i on , better 
manaf;ement, continuous supervision and a steady rate of return. 
In view of these considerations investment trusts, I be l i eve , 
are a suitable investment vehic le and a potent inst i tut ion f o r 
making resources avai lable f o r economic development v ia stock 
exchanges. 
Our survey of investment trusts in India in Chapter I I , 
however, reveals that they have f a i l ed to make any impression 
in the Indian Capital market although they were started as 
early as 1953. This is largely because the i r working leaves 
much to be desired. 
Chapter I I I attempts a detailed study of two leading 
investment trusts in India. VThile i t appreciates some of 
the i r features, i t also points out the shortcomings of the ir 
ob ject ives , investment po l ic ies e tc . which have prevented 
these inst i tut ions from serving as one of the essential pre-
requisi tes of economic development. 
Chapter IV is a s t a t i s t i c a l survey of investment trusts 
in fore ign countries, i . e . the United Kingdom, the United 
States of America and Japan. This study is meant as a 
background f o r introducing reform in the investment trusts of 
India. 
Chapter V makes an overa l l appraisal and shows that 
investment trusts in India do not count among ins t i tut iona l 
( i i i ) 
investors in the capital market "because they have not seriously 
addressed themselves to this task y e t . Also, i t discusses the 
scope of genuine investment trusts in the context of the 
developing economy of the country. F ina l l y , I have ventured to 
suggest some reforms, namely, organization of unit t rusts , 
tax concession, management Company-trustee structure e t c . , in 
the hope that they w i l l be helpful in the attainment of the 
desired ob jec t ives . 
I have gathered material from a very large var iety of 
sources, o f f i c i a l 5jnd n o n - o f f i c i a l , Indian and those of other 
countries and the International Organizations. A complete l i s t 
of these i s given in the Bibliography. Some of the tables in 
th i s thesis are reproduction from exist ing publications, others 
have been compiled by the author. In this connection I may be 
allowed to mention the d i f f i c u l t i e s that I had to face in 
co l l ec t ing material about Indian Investment Trusts. In the 
f i r s t place, due to the multifarious a c t i v i t i e s of investment 
trusts , i t is d i f f i c u l t to say with any degree of precision the 
exact number of investment trusts. Secondly, i t was very 
d i f f i c u l t t o secure the relevant s t a t i s t i c a l information from 
the business magnates because they invariably treat them to be 
a 'trade secret ' to which an outsider is not allo^ved access. 
I had thus to rely largely on the information avai lable with the 
Company Law Board and the Reserve Bank of India. 
( iv ) 
I do not claim any great o r i g ina l i t y in the discussion 
of the role of investment trusts in general. However, in 
making an analyt ical and detai led study of the investment 
trasts in th is thesis I hope to have thrown new l ight on 
Indian investment trusts and to have suggested some use fu l 
reforms to maice them an e f f e c t i v e vehic le of investment, on 
the one hand, and important source of funds f o r economic 
development, on the other. 
In the preparation of this thesis I owe the greatest debt 
of gratitude to ray supervisor, Kr. P.H.Riizvi, Ph.D. (Ed in . ) , 
but f o r whose expert giiidance, sympathetic and inspiring 
a t t i tude , my t o i l s to complete an invest igat ion of this 
nature would have never materialized» Indeed, I am short 
of words to l i s t the vast obligations that I owe to this 
learned and noble scholar. 
I am no less indebted to Professor Q.H.Parooqu^,^ 
Dean, Faculty of Commerce, Aligarh •^^ uslim Univers i ty , Ai igarh 
whose invaluable suggestions, personal interest , a f f ec t ionate 
patronage, ungrudging help and encouragement have been a source 
of constant inspiration to me. 
I would also l ike to place on record my gratitude to 
various persons who have helped me in numerous ways. In 
particular I would thank Dr. Raj K.Nigam, Messrs G.Balkrishna 
and Han Mohan Singh of the Company law Board; Messrs J.N.Pa tuck 
and M.Subramaniam of the Investment Corporation of India Ltd. 
( V ) 
Mr. B.N.N.S^vami of the Industrial Investment 'Trust Ltd. and 
Mr. K.M.Hanifa of the Reserve Bank of India. 
My thanks are also due to various authors whose writ ings 
have helped me to illuminate my arguments; to the Investment 
Oompany Ins t i tute , Hew I>ork, United States of America and the 
Nomura Securit ies Investment Trust Tokyo, Japan, for 
supplying me the necessgry Material; t o the University Grants 
Commission for granting me the Research Scholarship; to the 
A l igarh Muslim Univers i ty , Al igarh f o r sanctioning Travel and 
other grants t o co l l ec t material; to Mr. Mohd. Ar i f Khan, 
Research Scholar in the Department of Commerce, f o r going 
through the manuscript and f i n a l l y to Mr. 3. Hafisahmad Termizi 
f o r nice typing of the thesis . 
October 20, 1964. Mohd. Yunlis Khan 
Department of Commerce, 
Al igarh Riuslim Univers i ty , 
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CHAPTER I 
MUEE AND TYPES OP INVESTMENT TEUSTS 
Introductiont 
The creation of a reasonably adequate f inanc ia l mechanism, 
capable- of e f f e c t i v e l y mobilizing the savings of d i f f e r en t 
sections o£ the population and canalizing them into the 
desired channels of investment, must form an integra l part 
of t i e developmental process in the -underdeveloped co\xntries 
because i t is only through th is mechanism that the savings 
of the people can be harnessed f o r financing the develop-
mental programmes. This i s , indeed, the most formidable 
problem f o r less-developed countries primarily because the 
volume of savings in these countries i s too meagre in re lat ion 
1 
t o the i r developmental needs. A study of the United Nations 
shows that the net investment in Asia i s estimated to be about 
5 per cent of national income, as compared to about 15 per 
cent or more in Western Europe and America. I f the standard 
of l i v ing in Asia,with ll- per cent annual increase in popula-
t i on , i s to improve an annual investment of approximately 2 
of national income or more is necessary. This- consideration 
1. A l f red Bonne, Studies in Economic Development with Special 
Reference to the Conditions in Underdeveloped Areas of 
Western Asia and India, London, 1957, pi;^; A.H.Hanson, 
Public Enterprises and Economic Development. London,1959, 
I 24; UNO, Process and Problems of Industr ia l izat ion in 
Underdeveloped Countries. New Yorfc, 1949? R.Nurkse, Problems 
of CaPitaT-gormation in Underdeveloped Countries. Oford 
Basi l Blackwell, 1958. 
2 . UN; EG APS Scre tar ia t , "Some P inane i a l Aspects of Develop-
mental Programmes in Asian Countries, Economic Bullet in 
f o r Asia and the Par Wast. Vo l . I l l , No. 1-2, Jan-June,1952, 
PP 1-2. 
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applies with equal force to India where the rate of savings 
was only 8.5 per cent of the national income at the end of 
the Second i ' ive Year Plan v/hereas 16-18 per cent rate of 
savings is considered the bare minimum for bringing about a 
se l f -generat ing and s e l f - r e l i an t economy. Apart from the 
miserably low l e v e l of savings, a s igni f icant part of these 
savings also gets directed into non-productive channels and i s , 
2 
thus, not avai lable fo r meeting the i r growth requirements. Ag 
revealed bv the f indings of the National Gouncil of Applied 
3 
Economic Research, nearly 80 per cent of the t o ta l savings in 
India in 1957-58 was done by individuals; corporations accounted 
1 . Third Five Year Plan, Government of India, 1961, New Delhi,p 28. 
2. Although r e l i ab l e data regarding hoardings in the form of gold 
and jewel lery e tc . are not ava i lab le , various estimates 
indicate that a substantial amount of saving in underdeveloped 
countries i s in this form. According to the estimates of a 
mission of the International Bank f o r Reconstruction and 
Development in Nicaragua i f only 10 per cent of the income of 
the upper of income receivers was to be invested productively, 
the current rate of productive investment in the country 
would increase by about 50? .^ (Quoted in Eugene Sta ley , The 
guture of Underdeveloped Countries. New York, 1954, p 263) . 
The Phi l ip ines , i t is estimated that as much as one - f i f th of 
the national income could be extracted f o r use in the develop-
mental programmes i f serious e f f o r t s are made to do so. 
(Tiiomas R.MacHale, Problem of Economic Develo-pment in the 
Phi l ip ines . Pac i f i c A f f a i r s , June 1952, p 165K A Study of 
the United Nations shows that private gold hoards in South, 
South East Asia and the Middle East are about of the 
national income.(UNO: Measures for Economic Development 
Underdeveloped Countries« New York, 1951, p 35). In India, 
although no authoritative estimates are ava i lab le , hoarding 
are supposed to be of substantial amoimt. The Annual Report 
of the Bank f o r International Settlement f o r 1934-35 estimated 
gold hoarded from ia93 to 1930 at least 1,450 crores. 
TSee A l f red Bonne, Op.Git., p 197). 
3. NGAER, Savings in India - A Monograph, New Delhi, I9b l . 
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for 5 per cent of the saving and the government sector f o r 
15 per cent. She amount of funds supplied by the Individual's 
sector to the government and the corporate sectors, out of the 
total savings of fe 758 crores, coites to about & 222 crores only. 
Another recent study shows that during the period 1955-59, 
81 per cent of the total savings in India was from the household 
sector, although only 25 pee cent of their contribution was 
available to the corporate and the governmental sector. One of 
the important reaso:fis for this misdirection of savings is the 
inadequate developmental. of the financial mechanism in the shape 
of money and capital narkets, capable of providing safe, pro f i t -
able and liquid avenues for Investment of one's savings, f o the 
extent the gaps in this direction are f i l l e d up, the practice of 
* 
holding such irrational forms of investment from the ^ommunj-ty's 
point of view would be discouraged. This underlines the urgency 
of strengthening the financial mechanism for better mobilisation 
of the community's savings in underdeveloped countries. 
In the context; of the planned economic development in India 
mobilization of savings and the continuous and progressive growth 
of investments coupled with their proper util isation in desired 
lines of production is inevitable to cope with the large invest-
ment requirements of the country. Although efforts have been 
made in this difection to attract the savings of different types 
of investors, the success achieved in the case of small investors 
1. Vide ^jidian Finance, Annual and iear-book 1963, p 65. 
2. MO: Qp.cit. . p 36. 
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is not very encouraging. ®his is indicated the poor performanee 
of small savi33gs. The amual collection was small during 
1929-39, averaging less than Rs 7.5 crores per annum . During 
1948-49 to 1950-51, the amount collected varied from fe 29.93 
2 
crores to (b 38.54 crores. !Dhe actual collection during the 
First i^lan period amounted to HS 240 crores, which comes approxi-
3 
mately to an average of Hs 48 crores. As against the target of 
Ss 500 crores, the amount collected during the Second i^lan period 
4 
was Bs 400 crores only. She Ihird -flan target of small 
savings is fe 600 crores. But the trend is not encouraging. 
The actual collection during the f i r s t seven months of 1963 was 
8s 52.31 crores, as against the figures of te 28.20 crores f o r the 5 
corresponding period In 1962. 
Investment of fimds by an investor in fulfilment of the 
investment criter ia involves a careful selection of securities 
a divers i f ication of risks and a continuous supervision of the 
port fo l io . Some investors because of the large amount of 
capital can engage experienced investment advisers in the 
selection and supervision of their fimds and can readily attain 
adequate diversification through the purchase of many securities. 
The small Investors, on the other hand, by their nature, 
temperament and economic setting cannot construct and successfully 
administer investment portfol io . In the absence of a proper 
teothnical knowledge of the capital market and especially the 
1. S.L.N.Siaiha: The Capital Market of India. Bombay, 1960, p 90 
2. Ib id . 
3. Ib id . 
4. Third I*ive Year P l ^ . . , i, , WTTT 
5. Lok Sabha Debates .(Finance Minister's speech, Vol. XXIII, 
December 4, 1963, Ool. 3060). 
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stock market transact ion, they are not in a position to acq.uire 
the wide ownership of securities and are, therefore, not only 
debarred from the direct benefits in the country's growing 
prosperity but also suffer heavy losses due to their ignorance 
of tihe soundness of investments. Thus, while on the one hand, 
the country needs greater mobilization of savings, small investors 
on the other hand, need the services of investment 83cperts to 
invest thdir savings. There i s , thus, need of some specialized 
agency that pools the funds of such investors and invests them 
in a manner that relieves the individual investor of many of 
the cares of investment management" and offers him a means of 
recovering money when he wishes to spend his savings. Clearly, 
investment trusts provide a solution to the investment problem 
of many such individuals. They have played and are s t i l l play-
ing a significacnt role in mobilizing savings for the economic 
development of the industrially advanced countries like the U.K. 
1 
the U.S.A. and Japan. This chapter examines the nature and types 
of investments trusts with a view to evolving a pattern suited 
to Indian conditions. The f i r s t part of the chapter deals with 
the nature of investment trusts, while the various types of 
investment trusts w i l l form the subject matter of part I I . 
I : Hature of Investment Trusts; 
Opinions d i f fe r regarding the use of the term investment 
trust^. Some financial economists consider investment trusts as 
'miano5ter' and are of the opinion that 'investment company' is 
1. See Chapter IV poste. 
1.6 
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a better term. One authority maintains that both 'investment 
trusts ' and 'investment companies' are inappropriate terms and 
suggests that 'Co-operative Financial Bnterprizes' would be a 
2 
better t i t l e . The reason f o r the use of the term investment 
trust is that these early inst i tut ions were created under a l e ga l 
* 
form known as the old English Trust. Later on, i t was rea l ised 
that the purpose of such enterprizes could be accomplished just as 
we l l under a regular 'business corporation statute. Today 
'management investment trusts ' are functioning l ike ordinary 
j o in t stock companies and ' unit investment t rusts ' are operating 
as trusts. To avoid confusion, 'investment trusts ' and ' i nves t -
ment companies' have been treated, tnroughout th is study, as 
synonymous and inter-^hangisable: words. 
1. " In view of the common use of the corporate form of organiza-
t i on and the usual association in the public mind of the word 
' t rus t ' with a fund res t r ic ted to conservative investments 
in bonds and mortgages, the term 'investment company' i s more 
appropriate usag,e than 'investment t rus t . ' (R.E.Badger and 
R.G-.Guthman, Investment Principles and Pract i ce , New York, 
1956, p 469) . See also H.Sauvain, Investment Management. 
Englewood c l i f f s , N .J . , 1959, p 485 and S .M.RobinsV Managing 
S ecur i t ies « Bp a ton. Massachusetts, 1954, p 426. 
2. The term 'Investment Companies' for some of the companies 
using the t i t l e is a Msnomer and is as misleading as the 
t i t l e 'Investment Trusts, ' which, preceded i t , since a 
number of corporations using the name- 'Investment Company,' 
do not consider conservation of principal to be their primary 
ob j ec t i ve . Perhaps, a better a l l - inc lus ive t i t l e f o r inves t -
ment companies would be Co-operative Financial Enteipr izes, 
since the assets of each company consist of a pool of funds 
obtained from many investors. " (D,H.Bellemore, Investments « 
New York, 1962, 0 785). 
S. A few people who had wide experience in the management of large 
trusts estates were appointed trustees and capi ta l was entrusted 
to them f o r the purpose of acquiring secur i t i e s . The individual 
members of the trust received stores therein according to the 
capi ta l invested. The management fol lowed the basic principles 
of d ivers i fy ing the securit ies purchased f o r the trust account. 
1.7 
Investment trusts have been defined Ijy different authors. 
Oobleigh and Durgin have defined investment companies as 
'essentially large pools of capital representing contribution 
1 
by many individuals.," According to i^ici^t and Ketchum, 
investment company :Ls a securities substitution company, wliich 
substitutes in the hands of investors its own securities for 
2 
the securities of operating companies. Moulton defines invest-
ment trusts aS 'an agency for the cooperative buying and selling 3 
of securities for a group of s^sociated investment beneficiaries." 
In the words of Badger and ('uthman, investment compax^ is a 
' f inancial institution organized for the purpose of enabling the 
individual investor to obtain the advantages of wide diversifica-4 
tion in a single comnitment." 
From the above definitions and observations, i t can be 
GBeduxrec^ d that investment trusts are financial institutions that 
pool the funds of hetorogenous investors and invest them in 
securities. In so doing they hope to prodace better resiilts than 
what the individual investor could obtain through the direct 
purchase of securities, with his limited capital and expert 
knowledge, fhe cardinal principles of investment trusts are 
diversification and expert management. Investment companies 
enable the investors, through a single commitment, to diversify 
1. I.U.Cobleigh and *).H,Durgin: How to Gain S^ur i tv and 
j^inancial Independence« New Xork, 1956, p 208. 
2. R.R.i'icket and M.D,Ketchum: Investment Principles and i^olicv 
Hew York, 1954, p 614. 
3. H.Gr.Moulton: Financial Org^j^ation -jWtftx Economic System. 
New York, 1938, p 776. 
4. R.3.Badger and H.G.Guthman, Op.cit.. p 460. 
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investment over a large number of securities, thereby reducing 
the risks of capital depreciation and poor dividends. Since 
diversification is a function of the size of the investment 
fund as well as the market information and supervision fac i l i t i es 
that ave available to the investors, relatively small investors 
with limited capital can ' obtaint* bet^r diversification by 
purchasing shares of investment trusts, than what they could do 
by direct purchase of securities dnJ the stock market. 
The second chai'aoteristic feature of investment trusts is 
that it gives both small and large investors the benefit of 
trained, experienced and specialized management together with 
continuous supervision, neither of which the investor i s , as a 
rule, qualified to supply himself. 
The importance of this service can be viewed in the context 
of the complexities involved in lihe selection and supervision of 
seouzities. It requires specialized knowledge, training, abi l ity 
and aptitude on the part of the investors. I f the investor lacks 
these qualities, his faulty decisions may cause him immense loss . 
Lca:>ge investors, however, as already mentioned, can make up the 
deficiency by engaging the services of investment counsel etc. 
Obviously,the small investors due to the financial limitations 
can not avail these f ac i l i t i e s . They can take the help of 
investment trusts. With specialized knowledge and fac i l i t ies 
available, the professional managers, available with the invest-
ment trusts can demonstrate a performance superior to what the 
investor could do on his own. In this connection we may recal l 
what Kamm has observed in another context: "^Professional 
1.9 
managers are l i ke l y to "be more oTa^eotive than the individ-oal 
inrestor , they have more patience; they ordinat i ly have access 
t o analyt ica l studies not avai lable to individuals and thqy have 
spec ia l ized t ra in ing . By care fu l scrutiny, se lect ion and proper 
training they could achieve results which would "be f a r superior 
t o those achieved by the average investor . " 
I t may not be out of place to mention that these services are 
also provided by other f inancia l im t i tu t i ons , such as investment 
counsel, holding companies, banks and insurance companies. 
Despite this s im i l a r i t y , however, there are fundamental d i f ferences 
between investment trusts and these inst i tut ions which are 
discussed in the fo l lowing pages. 
( i ) Investment Opmpanies and Investment Counsel: 
The d i f f e rence between investment triists and investment 
Counsel, as f inanc ia l intermediaries, may be traced to the manner 
in which they operate. The essent ia l function of investment 
counsel i s to advise investors who have substantial amount to 
invest in secur i t i es , as to the security market conditions, the 
credi t and f inanc ia l standing of the company and similar other 
matters. I t i s on the basis of the advice given by the investment 
counsel that the investor decides upon the course of action, not 
necessari ly acting as the advice suggests. The function of 
investment companies, as already mentioned, i s to co l l e c t funds 
from investors, part icularly small, and invest them in a manner 
they deem proper. The various points of d ist inct ion between 
1 . J .O.Kanm: Economics of Investments, New York, 1951, pp 519-20. 
x.io 
investment coimsel and investment companies are as follows: 
Being essentially advisers, the recommendation of investment 
coiinsel may not necessarily be ikplemented* I f the investor who 
seeks the advise is satisfied about the genulness and effective-
ness of the advise, he w i l l carry i t out, otherwise not. Invest-
ment companies, on the other hand, are not advisers, bat have 
f u l l power to employ the entrusted fiind in a manner they l ike, 
subject to the limitations laid down in the bye-laws or Memorandum 
and Articles of Assooiations. Once funds are made available to 
the investment con^anies the discrecion of the investor is also 
tansferred. Secondly, investment counsel sent only wealthy 
investors who can afford to pay the high charges in terms of fee 
fo r the advise given* Investors with relatively small amount to 
invest cannot engage the services of investment counsel. Invest-
ment trusts can serve both large and small investors, although 
they are more useful to the latter. Finally, Investment trusts, 
unlike investment counsel, do not maintain separate accounts f o r 
investing the funds of different investors. On the contrary, they 
make investment from the consolidated fund created cut of the 
subscriptions of various members of the trust. 
( i i ) Investment oompanies and Holding Oompanies: 
Investment Companies and holding companies which resemble 
each other in the sense that both purchase securities of other 
companies d i f fe r in more than one respect* She basic differaace 
1. B.W.Boalbmikir (Ed), financial Institutions. Homewood, I l l i no i s , 
1958, p 385. 
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is the pu3?pose for which eeeuritiee are acquired. The holding 
comprises purchase securities of various companies in order to 
exercise control over the management of these companies. Invest-
ment companies invariably invest for income and have nothing to 
do with the control of these companies. 5he New lork Stock 
Bzchange defines investment companies as "Companies which engage 
primarily Irtitiebusiness of investing and re-investing in securities 
of other corporations for the purpose of revenue and for profit 
and not for the purpose of exercising coatrol." As a corollary 
to this basic difference, the investment companies purchase 
securities of companies of varied nature to obtain diversi f ica-
tion, while the holding companies purchase securities of companies 
of the same nature as it facil itates control, 
( i i i ) Investment CompaTiles^ Bapks and Insurance Oompanies: 
Investment companies are also distinguishable with other 
financial intermediaries like banks and insurance companies. 
®o the extent these agencies possess and manage portfolio of 
securities they operate like investment coo^anies. But the 
difference between them, from the point of view of investors, 
is deep-rooted. Banks are primarily interested in the specialized 
aspects of saving, management of securities is an important but 
col lateral responsibility. Sduailarly, the main business of 
insurance companies is to provide prot'.e.atLon against risk the 
function of investing in securities is incidental to the business 
of insurance. But in the case of investment companies, invest-
ment is the primary busiaess and the only reason for their 
1. Quoted in D.F.dorden and H.E.Doagall, Investments. Englewood 
C l i f f s , N.ti., 1956, p 550. . 
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b^ing. Besides, banks also perform certain other function sucli 
as transfer of money, payment on behalf of others, furnishing 
of securities and so on. In addition, banks are debarred by 
lasrd to invest in return of rislqr nature, while investment 
companies invest mostly in equities* 
0 inclusion: 
The analysis of the nature of investment companies in this 
section reveals that Investment trusts, ±n view of their unique 
characteristics, are a suitable agency for small investors. 
Through a single commitment, they not only enable them to diversify 
their investments ovef a large number of securities but also 
provide the services of experts, thereby reducing the risk of 
capital depreciation and poor dividends. In spite of their 
resemblance with institutions such as banks and insurance companies 
investment council, and holding companies, they d i f f e r in matters 
of operation and their purpose etc. In order to accomplish their 
objectives, namely provision of adequate diversificatioh and 
expert management to the relatively small investors, as are 
available to the large and institutional investors, different 
types of investment trusts have been developed in various 
countries of the world. In order to evolve a pattern suited to 
Indian conditions they have been discussed in the next section. 
1, S.M.Robins, Qp.Oit.. p 426 
1.13 
I I : TYPES OF IlITESTMSNT TRUSTS: 
Tiie disouasion in the preceding seotion has shown that 
investment trusts are a suitable investment media, part ioular ly 
f o r small investors. The investment ohject ives of d i f f e r en t 
investors d i f f e r due to d i f ferences in their nature, temperament, 
aconomic setting and so on. In order to mobilize the i r savings 
investment vehicles should be ta i lored to suit the i r varied 
interests and preferences. In view of this various types of 
investment trusts have been developed to cater to needs of d i f f e rent 
types of investors. The fol lowing c l ass i f i ca t i on shows various 
types of investment trusts . 
Types of Investment Trusts 
Unit Type Management Tvpe Minor Type 
Fixed F lex ib le Open-end closed-end 
Cash Fund Appropria- Balanced Spec ia l i ty 
t ion fund 
Face Amount Instalment 
c e r t i f i c a t e payment 
From the above , i t can be seen that investment trusts are 
divided into three groups: (a) Unit Type investment trusts which 
are further sub-divided into ( i ) f i xed and ( i i ) f l e x i b l e . 
F l ex ib l e trusts are c l ass i f i ed into ( i ) Cash fund geid ( i i ) appro-
pr ia t ion fimd, (b) Management investment trusts. They have been 
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divided into open-end and closed-end. Closed trusts are sub-
divided into ( i ) Balanced fund ( i i ) Spediality fund; 
(c ) Minor type investment trusts which include two specialized 
types of investment companies: ( l ) Pace-Amount Certificate and 
(2) ir'eriodic Payment i '^lan Certificatfi. fhis section makes a 
detailed study of the various -types of investment companies. 
(A) Unit Trusts: 
Unit trust» are trusts in the strict sense of the word. 
Tl^y exist purely by virtue of a contract in the form of a trust 
agreement or indentu;re. It is created by an agreement between 
a corporation (known as the sponsor or depositor) and a bank or 
trust (known as the trustee). 2Jhe sponsor deposits a specified 
group of securities with the trustee ad then sel ls to investeis 
receipts or acknowledgements of the deposit. These receipts or 
shares represent aft-jsictional interest in the deposited securities. 
As additional shares are sold by the sponsor, additional fixed 
groups of seciirities are purchased by the sponsor and deposited 
with the trustee, so that additional shares can be sold to the 
public. 
Units or sub-units may lasually be bought through stock-
brokers, bankers, solicitoisor other financial agent or direct 
from the managers of the trust. The units or sub -^ i t s are 
usually purchasable :ln multiples of f ive with a stated minimum 
number which ranges from lO to 50 in different trusts. The 
agent through whom the purchase is made communicates with the 
management company, jand obtains the price, which is frequently 
fixed for the day. The price at which the sub-units are offered 
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by the unit trusts i s based on the price of the underlying 
secur i t i es on the stock exchange on the day of (or on the day 
previous t o ) the sale of the sub-units, and i s ' loaded' to cover 
stamp duty on the purchase of secur i t ies , 'brokers' commission 
and an allowance f o r dividends that may have accrued and, in 
addition, a f i x ed percentage charge, to make up in whole or in 
part , the expenses of management over the whole period of the 
t r a s t . Thus prices at which sub-units could be bought vary from 
day-to-day in accordance with the f luctuations in the pr ices of 
the underlying secur i t i es . An o f f e r price holds good f o r the 
whole day, but the managers are f r e e to change the price at any 
moment, i f stock market movements or the supply of or demand f o r 
units necessitate th i s . The management company quotes the price 
t o the purchasing agent, and i f i t i s acceptable to the intending 
investor the transaction is concluded. The agent receives a 
contract note f o r the number of units or sub-xmits purchased from 
the corporation and the pr incipal receives a c e r t i f i c a t e from 
the trustee. 
The iinit trust stands ready to buy back the sub-units from 
holders who wish to dispose The holder w i l l deal with 
the manager in the same way as i f he were a purchaser. This 
ensures f r e e marketability f o r the sub-units. The sub-units 
purchased back w i l l be cancelled and the underlying securi t ies 
corresponding to the sub-units repurchased w i l l be l iquidated. 
I t may be mentioned that since sale of underlying secur i t ies to 
match the sub-units purchased back f o r cancel lat ion can be incon-
venient and expensive, managers usually maintain a revolv ing fund 
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of uncancelled sub-units held on their own account. 
^he securities deposited usually are those of large and 
reputed corporations listed on one or more of the major security-
exchanges. The portfolio securities ordinarily are diversified 
with respect to companies and industries. In some instances, 
however, security purchases are limited to a particular industry. 
The capital structure of a unit trust is simple. There is 
only one type of capital, namely, the sub-units for certificates 
of participations. There is no burrowed capital employed in the 
trust. Ownership in the unit trusts assets is direct in the 
sense that participating certificates or sub-units represent 
directly the corresponding share in the underlying securities. 
The entire income of a unit trust, after meeting management 
remuneration and trustees' fee is distributed to the sub-unit 
holder® pro rata. Thus, unit trusts do not make any provision 
for reserves. This may prove disadvantageous i f certain emergen-
cies land the trust in trouble. 
Unit trusts ar€i not corporations. Title to the trust 
property or shares is vested in the trustee; and trustee acts under 
a declaration of trust between i t se l f , the depositor, and the 
owners of the trust certif icates. The investor is in the position 
of any other beneficiary of a trust agreement and has a beneficial 
undivided interest in a group of securities. The trust is not 
perpetual and is constituted for a fixed period, generally 20 or 
25 years, after which the trust is terminated and the trust fund 
distributed to the share holders proportionately. Provision m^. 
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however, be made in the trust deed itself fo^ an extension of 
the l i f e of the trust beyond the period originally la id down. 
Unit trusts may be sub-divided into ( i ) fixed and ( i i ) flfflcible. 
( i ) gjxed Trusts: 
The term ' f ixed ' applied to this type of investment trust 
refers to the power of discretion of the trust management to 
subst itute >securities, if and when circumstances warrant. Fixed 
trusts do not give such power to management. Investment is 
confined to a fixed l ist of representative and diversified securi -
ties on the theory that ' a permanent investment in certain 
definite shares wi l l prove remunerative in the long zrun, regard-
less of financial and Indij^trial changes.' The function of the 
maiaagemsnt is limited to the oollection and distribution of 
income. The agreement stipulates what securities are to be 
pirchased and in what proportions. Neither the depositor corpora-
tion nor the custodian has the right to use its discretion in the 
sale of securities from the portfol io. There are generally provi-
ded in the trust agreement definite elimination provisions under 
which the custodian is authorised and required to se l l any or a l l 
of the deposited securities upon the occurence of a certain event. 
Elimination of securities under these provisions, however, is 
mechanical and no discretion is exercised. 
The essential principle of the fixed trust is the deposit 
of a block of stock exchange securities, and the sale to the 
public of ownership of fractions - units or sub-units - of this 
larger block. Wiien the number of sub-units making up one unit has 
1, H.G.Moulton: Oi?.Oit.. p 178. 
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been sold, the same lisJt of shares as was contained in the 
original portfolio is purchased and a second unit created identical 
with the f i r s t , 
( i i ) Flexible Unit trusts: 
The fixed trust in so f a r as i t does not allow managemQat 
discretion in the selection of aid later substitution in securities 
militates ^gainst one of the cardinal principles of investment 
trusts, i . e . , expert management. Securities once selected should 
be retained until the termination of the trust. The demerits are 
obvious. It lacks f lex ib i l i ty ajtid dynamism. The operation in 
such cases is mechanical as well as unsound because no one can 
foresee the pattern of the developments of the industries and 
companies and the rate of change in economic variables. 
To overcome the inability of rigid fixed trusts to meet 
changing conditions, f l ex ib i l i ty is introduced in the operation of 
unit trusts by providing an alternative panel of limited nuadaer of 
securities in addition to the original block; the management is 
then empowered to substitute any one of the original securities 
by any one of those of alternative panel i f market conditions are 
favourable for such a change. Such trusts are known as ' f l ex ib le 
trusts. ' The constitution of the trust fund of a f l ex ib le trust 
is constantly changing as new units are added and old units are 
eliminated. This operation may take the form of either an ' Appro-
priation' or a 'cash fund' trust, the details of which are given 
below. 
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(a) A^ppropriation I iuat: 
The method employed in an appropriation trust is to create 
an in i t ia l portfolio, the constitution of which is specified in 
the trust deed, and which is divided into a number of units 
(corresponding to the sub-units of a fixed trust ) . Subsequently 
additional blocks of units may be added; it is the process of 
adding these bloclss which has come to be known as 'appropriation/ 
When the f i r s t block of units constituted by the in i t i a l 
portfolio has been sold, further blocks of iiiiits are created and 
appropriated to the trust fund. Ihe appropriation is carried out 
1 
in the following ways 
" ( i ) A valuation is made of the existing trust fund, 
including both the capital, i . e . , the shares included in 
the fund by aiay previous appropriations, and the 
undivided income, i . e . , dividends received or receivable 
on those shares since appropriated to the fund;« 
" ( i i ) 21he total values arrived at, both for capital and 
for income, are divided by the number of units in issue, 
i . e . previously appropriated, and aualtiplied by the number 
of units which it is now desired to add." 
" ( i i i ) A l i st of the securities which are to be added to 
the trust fund is prepared, valued on the same basis as 
in ( i ) above, and making up the capital value arrived at 
under ( i i ) above..." 
" ( i v ) In addition, cash to the income value arrived at 
under ( i i ) above is set aside as dividend^ equalization." 
(b) Gash Pund Trust: 
The alternative type of f lexible trust is known as the 
"cash fund" trust. Unlike the Appropriation trust the cash fund 
trust does not remaiai static unti l further units are created by 
means of appropriation. The number of units in issue is increased 
1, C.O. Merrimans Unit Trusts and How They Work. London, 1959, 
p 21. 
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daily Ijy the number of units sold, on account of the trust, and 
the Cash cor^ideration received on account of those sales is added 
to the trust fund aa 'cash for investment.' Purchases of securitifis 
are made out of this cash balance. The new securities are then 
included (at current o f f e r prices) in the next Oost of Units 
Sheet - .^d the cash balance is reduced by their gross cost. 
The in i t i a l portfolio of a cash fud trust is selected by 
the managera and divided into units, and the price per unit 
calculated, ^ust as ;Ln an appropriation trust* After each day's 
sales, the cash received is divided between the trustees and the 
managers• 
(B) Management Investment Trusts 
The management investment trusts are not trusts in the 
legal sense of the term. Management investment trust is a ' t rust ' 
that gives the directors or trustees wide latitude both in the 
original selection of and in later substitution in the investment 
port fo l io . ' The managerial group is given the greatest degree 
of discretion and has the smallest number of rules set up f o r i ts 
guidance. The managears may buy and s e l l any security of any 
company in any industiry at any time. They may also change at any 
time as they deem f i t the proportions in which the various classes 
and types of securities are held. The underlying principle is that 
i t is the function of the management to manage without any 
2 
restrictions. Ar few regulations may, however, be found. 
1. Badger and Guthmana, Investment -Principles and-fract ice. Hew 
York, 1956, p 466. 
2. Picket and Ketchum: Qp.Qit*. p 618. 
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prescribing a certain percentage of the value of the assets that 
may be invested in the securities of any one company. The 
purpose of such provisions is to ensure a minimum amount of 
divers if ic at ion. 
Like other operating companies management trusts have a fixed 
amount of authorized and a stated amount of issued and paid up 
capital. 3?he capital consists of ordinary shares and preference 
shares. Besides, they also issue debentures and raise other loan-
capital. 
The securities of management trusts are traded on the stock 
exchanges, or on the over-the-counter market. The day-to-day 
mgurket price of the shares is determined by the forces of demand 
and supply with reference to the value of their portfolio assets 
and the earning power of such assets. 
In contrast to unit trusts which are formed for a limited 
period management trusts are perpetual in conception. Income 
earned from investments is pooled and distributed as dividends to 
shareholdeiTs after meeting prior charges owing to loan capital, 
expenses and remuneration for management. The amount of income 
distribution is dertejrmined by the management. Rarely do they 
distribute their entii-e income as adeqjiate allocations are made 
for building up of reserves. Management trusts may be further sub-
divided into closed-end and open-end companies, 
( i ) Closed-end Management Investment Trusts: 
Cla«ed-end companies derive their name from the fact that 
they do not continuously of^er shares to the public fo r sale . The 
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end is closed for the sale of securities* They have fixed 
capitalization and the entire siua to be managed is raised by a 
single o f fer . The capitalization may be changed 3ust as the 
capitalization of any industrial corporation may be changed, but 
only after the changes have been approved by the shareholders. 
Investors desiring to participate in the enterprize buy in the 
open market from those investors who wish to s e i l their shares. 
The closed-end companies are exactly like ordinary business 
corporations in the way they raise their capital. 
Olosed-end companies may be organized either as trust undar 
trust agreements or as corporate organizations. These trusts 
are organized under the general trust laws. Usually the creatarrs 
of the trusts (sometimes'^ called settlors^ are also the trustees 
(owners of the legal t i t l e to the trust property as well as 
administrators of the trust) . The creators acting as individuals 
agtee among themselves to form a trust for the benefit of persons 
who may contribute to the trust fund. The trust agreement usually 
provides for the management of the funds, the investment obliga-
tions and restrictions of the trust and the methods of selecting 
new trustees when necessary. The Interests of the contributing 
public are represented by shares which are transferable. 
The second form of organization, the company, is the more 
common type. Corporate investment companies are organized like 
industrial, ut i l i ty or service corporations tander the Companies 
Act. The t i t le to the trust property is vested in the company 
1. H.Sauvain: Op .Pit . , p 487. 
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which is a legal entity, and not in the shareholders. The 
rights and obligations of the holders and the restrictions and 
duties of the management are usually set forth in the charter and 
bye-laws of the company. 
(a) tochase and Sale of Shares: 
The securities of closed-end investment companies are bought 
and sold in the open m.arket in the same manner as other securities. 
Many issues are listed on the organized security exchanges and some 
are traded in the over-the-counter market. The cost of buying 
and selling them is the regxilar broker's commission and fees, as 
in the case of security purchases generally. The market price 
of shares dependends not only upon the market value of the under-
lying securities but also upon the demand for and supply of the 
investment company shares themselves, in the open market. This 
results in a peculiar situation. Sometimes shares can be purchased 
in an investment company at prices which are at variance with its 
1 
net asset value per share, that i s , the value of its equity in the 
securities portfolio at current market prices. If the market 
value of securities is less than the net asset value, i t means 
that the securities can be purchased at a discount. I f the market 
price is more than the net asset value, shares wi l l be sold at 
premium. The shares se l l more often at discount than at premium. 
1. Ket asset value is determined by adding the market value of a l l 
the portfolio securities plus cash and other receivables, sub-
stracting dividends payable and other l i ab i l i t ies including any 
debentures or preference shares issued by the company and 
dividing the remaining sum by the number of shares outstanding. 
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The discounts vary great ly depending on the f luctuations of general 
market prices and on the nature of the particular securi ty . The 
discounts are generally small in periods when security prices 
are high; and, when security values were low, the discounts 
usually have increased. 
(b ) Capital izat ion: 
The capital iz i i t ion of managed closed-end investment companies 
vary . Some s e l l only ordinary shares, others have senior securi-
t i e s outstanding. These senior securi t ies provide ' l everage ' f o r 
earnings on ordinary shares just as they do f o r any other business 
corporation. 'Leverage' re fers to the e f f e c t that security issues 
senior to the ordinary shares have on the net income avai lable 
f o r ordinary shares and on the net asset value per ordinary 
shares Senior securi t ies do not part ic ipate in argr increase 
in earnings or assets values; thus f u l l benef i t of any improve-
ment in the f inanc ia l s i tuat ion of ' l everage ' company applies 
to i t s ordinary shares, A simple example w i l l i l lus t ra te the 
e f f e c t of ' leverage ' on earnings. 
A company has outstanding 1,00,000 preference shares and 
10,00,000 ordinary shares. I f the net income avai lable f o r a l l 
dividends in one year is F^  15,00,000, the amount avai lable per 
Senior security means any bond, debentures, note or 
s imi lar obl igat ion or instruments constituting a 
security and evidencing indebtedness and any ®tock of 
a class having p r i o r i t y over any other class as to 
distr ibution of assets or payment of dividends. 
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ordinary share may be (jomputed as follows: 
Balance available for dividends Rs 15,00,CX)0 
iTeferenoe dividend requirements Es 5,00,000 
Balance for ordinary shares Es 10,00,000 
Net income per share (ordinary) Rs 1»Q0,006 
If we assume that in the following year the income available 
for dividends is doubled, the amount applicable per ordinary share 
is as follows: 
Balance available for dividends Bs 30,00,000 
i ^ r e f e r e n c e dividend requirements Bs 5,00,000 
Balance for ordinary shares Es 25,00,000 
Ket Income per share fe 2,50 
Doubling the net income available for a l l dividends increases 
the amount per share of common stock times. Of course, this 
advantage becomes a disadvantage when earnings decrease. If we 
assume in the above eixample that net income decreases to one-h&lf 
of that reported in the firs-^;^ar considered, the result w i l l be 
as follows: 
Balance available for dividends Rs 7,50,000 
i:'reference dividend requirements Bs 5,00,000 
Balance for ordinary sferes Rs 2,50,000 
Net income per share & 0,25 
In this instance a decrease of one-half in the balance available 
for a l l dividends reduces the amount available f o r the ordinary 
shares to one-quarter, i . e . more than proportionate decrease. 
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Similar is the effect of ' leverage' on the net asset valu® 
available to tlie ordiiaary shares. The claim of senior securities 
is fixed in amount and after meeting their claim, the remainder 
of the underlying assets is applicable to ordinary shares. 
Therefore, the fixed amount required for the senior issues results 
in a proportionately greater increase or decrease in the net asset 
value of the ordinary/' shares than the increase or decrease in the 
marlcet value of the securities held in the investment portfolio. 
An example w i l l i l lustrate the point. 
Suppose, the value of total asaets at current prices is 
Rs 15 million. The amounts of bonds and debentures outstanding 
aggregates to Bs 10 million. The balance available fo r the 
ordinary shares, after paying off the bonds is Es 5 million. 
Further assuming that there are 1 million ordinary shares out-
standing. Then the value of assets available per ordinary share 
comes to Hs 5/-. If the value of assets increases to fis 20 million 
i . e . an appreciation of about 33^ in the value of asaets. After 
paying the bonds to the extent of Rs lO million, the balance of 
& lO million w i l l be available for payment to the ordinary shares. 
The share of every ordinary shareholder is Es lO.OO. Thus, an 
increase of about 33^ in the market price of assets has brought 
about a 100^ increase in the asset value of ordinary shares. 
•Leverage' effect works in the opposite direction also. In 
the above example i f market values of assets decliiB from Es 15 
million to Es 12 million, i . e . , a decrease of 20^. The net valae 
of ordinary shares wi l l decrease to Rs 2.00, i . e . , a decrease of 
20^ in asset values has resulted in a decrease of 60'^  in the value 
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of assets avai lable per ordinary share. This is cal led ' reverse 
leverage 
Closed-end companies are usually managed hy the i r directors 
and o f f i c e r s without management service by another f i rm. 
Directors are often o f f i c e r s or partners of brokerage f i rms, 
investment banking houses, or commercial banks. These companies 
usually employ the i r o;^ security analysts and investment 
researchers * 
The investor in closed-end company shares incurs two 
separate cost . The f i r s t is the cost of acquiring and se l l ing 
such shares; th is cost is the usual brokers' commission and fees 
f o r such serv ices . The second cost is the annual management 
expenses that is deducted from the income received by the company 
before dividends are paid to shareholders. This management 
expenses includes not only the f e e paid to the investment advisory 
organissation, i f any, but also sa lar ies , taxes, o f f i c e , expenses 
and so f o r t h . 
Because of the benef i ts of professional management, continuous 
supervision and d i ve rs i f i ca t i on that are avai lable to the purchaser 
of investment company shares, the investor may rece ive pecuniary 
bene f i t s . These gains may be divided into two classes: 
The f i r s t ma^or type of gain that an investment company 
shareholder may receive is an increase in the market value of 
his investment. I f , as a result of astute management or changes 
in security pr ices , the securi t ies in the investment po r t f o l i o 
increase in value, the net-asset value of the investors share 
increases. Of course, the posit ion w i l l be just the reverse i f the 
market value of the secur i t ies declines below the purchase pr i ce . 
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The second c lass i f i ca t i on of gain is the income distributed 
as dividends to the investor. This income is derived from three 
sources. The largest source of regular income is the dividends 
and interests received by the investment company from the securi-
t i e s held in i t s po r t f o l i o . The second source of dividend income 
is capi ta l gains real ized on the securit ies - held in the port-
f o l i o , that i s , gains real ized by se l l ing po r t f o l i o^ securi-
t i e s f o r more than their cost pr ices. Thirdly, sometimes 
companies whose securit ies are held in an investment company 
p o r t f o l i o pay income to the l a t t e r that i s considered a return 
of cap i ta l . S'or example, a company that owns a wasting asset, 
such as a copper mine, might consider part of any dividends paid 
as return of the o r i g ina l investment because a portion of the 
assets of the copper company was consumed. When the investment 
company, in turn, passes on this type of dividend to i t s share-
holders i t is return of capital and not return of income, 
( c ) Investment Pol icy of Glosed-end Oomnaniesi 
Another important character ist ic of closed-end companies is 
the type of securi t ies in which the assets are invested. The 
typ ica l closed-end company has the greater part oi i t s t o t a l funds 
invested in a we l l - d i v e r s i f i ed l i s t of ordinary shares of leading 
companies. Usually there are some holding of debentures and 
preference shares with the proportions varying from one company 
t o another and from time to time in the individual companies. 
With no need to keep their po r t f o l i o dressed up f o r sales 
appeal, the closed-end companies are better able to engage in 
bargain hunting f o r promising issues of the smaller and more 
obscure companies. With no respons ib i l i ty to redeem their shares, 
1.29 
companies have taken advantage of these circumstanoes to invest 
in secur i t ies of secondary companies and to place r e l a t i v e l y 
large portions of their funds in one or two industries. 
Closed-end conpanies are generally more aggressive in liheir 
attitudes towards taarlcet price f luctuat ions, although there are many i 
var iat ions of po l icy . They are more inclined to change the 
proportions of d i f f e r en t types of assets in an e f f o r t to p r o f i t 
by expected future trends in market pr ices . Some companies 
fo l l ow a policy of seeking undervalued stocks and of se l l ing them 
to rea l i ze price-appreciat ion, when they f e e l that appreciation 
poss ib i l i t i e s have been almost exhausted, 
( i i ) Open-end Management Investment Companiest 
The term open-end is a l i t e r a l description of one of the 
chie f character ist ics of this t3rpe of investment company. Open-
end companies s e l l stocks continuously - the end is open f o r the 
ra is ing of additional cap i ta l . And, at the same time, they 
redeom their shares, whenever an investor decides t o l iquidate 
his investment. ICamm defines open-end companies as "an organiza-
t ion formed f o r the investment of funds obtained from individuals 
and ins t i tu t iona l investors who in exchange f o r their funds 
rece ive shares which can be redeemed at any time at the i r under-
ly ing asset va lues. " Open-end ©ompanies are also cal led "I'lutual Funds 
Barring a few exceptions, mutual investment funds have taken 
one of two forms of organization; either one s i i i l a r to that of 
a business trust or to that of a corporation. In the case of the 
trust form,the organization is set up with a declaration of trust 
1 - Op.Qit., p 17(3 
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in which the settlers are also the trustees and agree among 
themselves to form a trust for the benefit of the persons who may 
contribute to the trust fiind. She interest of the contributors to 
the fund are represented by certificates of beneficial interest 
and in one sense, thotigh a limited one, it is correct to say that 
the contributors are, in legal contemplation, the beneficiaries 
of the trust and the equitable owners of the fund, while the 
trustees are the legal owners. However, i t is usually stated that 
ownership of a share does not vest in the shareholders any t i t le 
to any part of the t;rust property. His share ownership entitles 
him merely to receive his pro rata of distributable income and 
gains as determined by the trustees, and to receive his pro rata 
of asset values upon surrender of his share. Hoar does the death 
of a shareholder during the continuance of the trust operate to the 
deteriment of the trust. 
Between the trust and the corporate form of open-end 
companies the differences are, however, wholly formal. Methods of 
investment operation, the practical rights of shareholders and 
certificate holders,, restrictions and covenants, etc. , d i f fe r in 
language rather than in intent and ef fect , as might be expected. 
Shares of open-end companies may be purchased either from 
the company its lef or from licensed dealers. Most open-end 
companies have regular arrangements with other companies, called 
distributors or underwriters, to se l l their stock. The distr i -
butor does the merchandizing 30b. He works with security dealers 
a l l around the country who se l l his company's shares to their 
customers, providing sales literature and generally performing 
t3 l 
the function of alaes promotion. 
The purchase of open-end shares is bs^ed on the net asset 
value plus a selling charge, or * loading charge.' Net asset 
value is the marlcet value of the total portfolio at a particular 
time, minus l iab i l i t ies and divided by the number of shares out-
standing. MazQT companies compute the market value of their port-
fo l io twice daily, once on the basis of the prices at 1 p.m. and 
then again at 3.30 p.m. when the market closes. She 'loading 
charge' usually ranges between 6 per cent and 9 ^ r cent of net 
asset value; the average cost is about 8 per cent. If a new 
Investor wants to come Into a new company, he has to contribute 
an amount per share exactly equal to the current market value of 
the contributions plus the sel l ing charges, fhs purchase price is 
computed as follows s 
It^m: Amount 
Securit ies at Marlcet Value & 154,540,840.42 
Cash and acclruals Es 11,901,060.33 
Total Rs 166,441,900.75 
Less: 
Dividends payable Es 2,125,418.25 
Liabil it ies and 
Accrued taxes Bs 164,293.34 
& t 2,289,711.59 
Net Assets Rs 164,152,189.16 
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Shares outstanding 8,504|34d 
Asset value per share Bs 19.30 
Estimated brokerage coatmision 
per share Bs 0,07 
Es 19.37 
J:'urchasing price (te 19.37-92) Is 21.05 
Sales Cominission (8^ of purchasing 
price, approxiiately 9.7% of 
asset value) Bs 1*68 
A part of the ' ^Loading charge' is paid as commission to the 
security dealer who executes the retail sale and the balance is 
retained by the distributor in his capacity as wholesaler. The 
investment company itself gets nothing from the selling charge. 
Each open-end company w i l l redeem its shares when requested 
on any business day. Redemption may be accomplished either 
directly by the company or through dealers lAio market the shares; 
the buying back price also depends on the net a^set value. 
Generally there is no charge on redemption. Some companies, 
however, charge a redemption fee of 1 to 2 per cent. Some reserve 
the right to pay a withdrawing shareholders with his pro rata 
share of the securities in the portfolio rather than in cash. This 
system of issue and redemption of shares takes the place of buying 
and selling securities in the security markets. The company itsel f 
is the market for the stock. Shares are not l isted on the stock 
exchanges. 
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(a ) Managementt 
he open-end company usua l^ has a contract with an invest-
ment management firm for the active management of its securities 
portfol io. She management company is compensated by a fee based 
on the net asset value of the portfolio. She most common rate is 
S ^ per annum of the net asset value, usually expressed as 1/8 
of 1 Jer cent per quarter. However, there are other kinds of maoage-
ment arrangem^ts and oher basis for management compensation. 
Incidentally i t is not uncommon for one or more of the leading 
businessmen in the management of an open-end company also to be an 
o f f icer or director of the management firm and sometimes also of 
the distributing company. 
She capital stmcture of the open-end company is simple. 
Relatively few open-end companies have debt outstanding and none 
issues pireference shares. Shus they are usually * non-leverage' 
companies. The absence of leverage in open-end companies i s 
attributable to the fact that assets are subject to decrease in 
value not only as a result of market fluctuations but also as a 
result of substantial redemption of their shares, therefore, 
ownership of debt or preference share of open-end companies would 
be subject to greater risk than ownership of debt or prefer^ce 
shares of closed-aid organization. 
In contrast with closed-end companies, which invest their 
funds primarily in diversified ordinary shares, a wide variety of 
portfolios has been developed by open-end companies. With respect 
to portfolio open-end companies are classified intos ( l ) Common 
Stock i ^ d , ( i i ) Balanced Fund and ( i i i ) Speciality Bund. 
The general characteristic of the common stock funds is the 
policy of diversified investment in ordinary shares. Some hold 
small proprotions of pi'eference shares and debentures, but their 
shares represent essentially ownership in a tgoup of ordinary shares 
widely diversified geographically and by industry. There are, 
however, differences In the kinds of ordinary shares favoured. 
Some fun<te keep largely within the l i st of blue-chip issues, 93;.tliers 
others invest to some extent in stocks of secondazy companies when 
they seem to represent attractive values, and s t i l l others devote 
much of their effort to seeking out growth stocte. Sometimes 
common stoisk funds are differentiated as * growth funds' and 
'income funds,' according to whether their investment policy 
emphasizes appreciation of principal or stable income* 
•Balanced IHmds' construct their portfolios with a l l three 
maQor classes of securities - bonds, preference shares and 
ordinary shares. The proportion s^ between the three sections 
varies from company to company and from time to time in the same 
company, according to the market conditions. The purpose of 
combining both fixed income and equity investment is to obtain a 
balanced combination of financial risk and purchasing power risk* 
They hold bonds and preference share to provide stabi l ity of income 
in monetary term; they place a substantial part of their funds in 
ordinary shares for yield and appreciation. 
The ' bond-and-preference-shares-f\mds' are companies that 
invest in either one or both of these classes of securities. Tlxis, 
there are 'bonds funds' and 'preferred stock funds.' Further 
distinction can be made within this variety on the basis of the 
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qualily of their bond or preference share portfolios. Thus, 
there are 'hi^h-grade bonds funds,' medium-grade bond functe' and 
'speculative bond funds.' Sometimes a group of funds is operated 
by one management, with each of the different funds composed of 
securities of a particular grade of financial risk, ranging from 
speculative common stock fund to a high-grade bond fund. The idea 
is to be able to o f fe r investors a participation in whatever type 
of portfolio suits them, or an opportunity to make up their own 
combination of investment company shares, from the diverse array. 
The 'Speciality Fund' are companies that confine their 
holdings to one class of security or in securities of one industry 
Thus, one fund owns onl^ecurities of the automobile industry, 
another of only steel industry and third specializes in jute industry 
Although the principle of diversification among industries is 
sacrificed by these funds, they generally diversify very well 
within their particular industry. Speciality funds sometimes 
confine investment to a specific type of security in a specific 
industry, e .g . , ordijaary shares in the chemical industry. 
Speciality fund investment companies to the extent they confine 
investment to a specjific security militate against diversification -
a cardinal principle of investment companies, 
(b) Posts and Sains: 
The purchaser of open-end company sharesj should compare the 
advantages derived with costs involved in the purchase of such 
shares. The investor in such shares ordinarily incurs two 
separate costs. The f i r s t is the purchase premium (loading charge) 
of from 6 to 9 per cent of the net asset value, except for those 
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few trusts whose shares are obtainable at net-asset-value. 
This premiiun is used to pay for the cost of distributing the 
shares and to pay the dealer's commission. She second ma^or 
cost to the owner of inveatment comparQ^  shares is that of mange-
ment service, salaries,, off ice expenses and so on. 
These costs are criticized by many as being unduly high, 
as compared to the costs involved in direct purchase of securi-
t ies . On close scrutiny it w i l l appear that these criticisms are 
not tenable. In return for these costs the purchaser of invest-
ment company shares obtains both diversification and professional 
management. Therefore, to the broker's fee for purchase and sale 
of securities directly should be added the cost of investment 
advice and the value of the time the investor spends in the 
management of his own. investments. When these factors are consi-
dered, the advantages of investment company shares for smallr funds 
in particular seem to outweigh the costs. 
(0) MUfOR TXJ^ E INVESTMENT TEUSTS 
The third type of investment trust a are Minor -type. The 
word 'minor' as applied to investment companies means that these 
are not very common. 2}hey are, in essence, a specialized type of 
investment companies developed by a limited number of trusts, designed 
to appeai to investors with small but steady income, who would 
not ordinarily purclbase investment comparty shares. There are two 
types of such companies t ( i ) Instalment Investment Certificate 
Investment Companies and ( i i ) Face-Amount Instalment Certificates. 
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( i ) Instalment Investment Qertificate Ooiapaples: 
3?he3e specialised type of investment trusts are known by-
different names, such, as, 'Investment i'lan Certi f icates ' , 'Trusted 
Savings Certificates, ' 'Thrift ^lan Certif icates, ' and 'i'eriodic 
1 
i'ayment i^lan Certificate. ' 
In essence, the purchase of these certificates is "buying 
an interest in an investment portfolio on the instalment. The 
purchaser of the certificates agrees to make regular payments f o r 
a given length of time, which after certain deductions, are 
invested in certain securities - shares of another investment 
trust, or other operating companies. In order to minimize the 
loss to the sponsor from the failure of certificate purchasers to 
e. 
compete their instalment payments, a liarge portion of the 
payments during the f i r s t few years is used to pay the sponsor's 
fee; therefore, the amount invested in the earlier years is 
smaller than it is in the latter years. 
Although simple in aconcept, Instalment Investment i'lans are 
extraordinarily complex in nature. The plan is based on trust 
indenture or agreement, which describes the operation of the plan 
the parties involved and the portfolio securities in which the 
trust funds are invested. The trust agreement is similar to those 
of fixed investment trusts. A corporation known as the •Sp.onsor' 
is the ere ate r and organizer of the plan, and usually the d istr i -
butor of the securities. A banking institution known as the 
'trustee' holds t i t l e to and also custody of the portfolio 
1. Doane and Hil l : Op.Cit.. p 9. 
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Securit ies f o r the benef i t of the security holder; other non-
discretionary duties may also be given to the trustee. Finally, 
the certificate-holder' or 'founder' is the investor who agrees 
to make the payments jja order to receive the certificates of 
beneficial interests in the plan. 
When a l l periodic payments have been completed, the 
certificate-holder ordinarily has the option of either receiving 
the securities in kind or receiving in cash the liquidating value 
of the securities held in his name or leaving the securities with 
the trustees who w i l l re-invest the income. Ordinarily the 
certificate-holder may withdraw at any tiDie. However, because a 
large proportion of the sale charge is deducted from payments in 
the f i r s t year, withdrawls during the early years wi l l result in 
substantial loss to the certificate holder. 
( i i ) Face-Amount Instalment Certificates: 
Another specialized type of investment company sel ls face -
amount instalment certif icates; which has been defined by 
Hobinsc - as * an investment institution which issues certificates 
that obligate the company to provide a designated sum at maturity 
in return for which the purchaser agrees to make specified instal-
1 
ment contributions or to pay a single lump-sum.' These c e r t i f i -
cates are contracts under which the investor agrees to pay a 
specified amount to an investment company in monthly, quarterly, 
semi-annual or annual payments. In return, the investment compary 
agrees to pay the investor a specific sum of money at a specified 
maturity date. 2?his specific sum eqjials the sum of the investor's 
1. Robinscii: Op.^it.« p 432 
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payments plus con?)Ound interest on the accumalated plans. 
The Investor may also obtain a surrender value of his certificates 
prior to maturity if he wishes. 
Redemption values are small during the early period because 
the load is taken from the f i r s t payments as in the case of 
Instalment Investment t'lan. But il^ di f fers from the latter where 
the redemption value of the certificate depends upon the value 
of securities constituting the portfolio of the compaiay. Thust 
the cash surrender value of the Instalment Investment -flan is hifeh 
high i f the prices of the xinderlying securities are high, and goes 
down as the prices of these securities decline. The cash surrender 
and value and the maturity value of the certificates issued by the 
face-amount certificates companies are independent of the market 
values of the assets of the company. The certificate holder is s 
general creditor of the Face-amount company and has no interest 
in the q.(iuity of the assets of the company. Thus the amotint due 
to him on the certificate does not change as the value of the 
assets of the company rise ar f a l l . 
Oonolusion: 
From the above discussion i t may be concluded that basically 
there are two types of investment trusts, namely, ( i ) management 
•.Investment trusts, and ( i i ) Unit investment trusts. The minor 
types of investment trusts are, in fact, specialized services pro-
vided by investment trusts to investors who want to purchase 
securities and have regular though limited income. The closed-end 
companies d i f fe r from open-end Guniipanies in that they do not 
contii^usly purchase and se l l securities. In view of the 
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continuous o f f e r to s e l l and redeem shares, together with, 
aggressive sale technique, open-end companies seem to he more 
suitable to investors. In case of f i xed unit trusts, the 
operation is r i g i d and mechanical, which can not keep abreast 
of changing conditions and circumstances, f l e x i b l e trusts are, 
* 
there fore , more suitable than f i xed trusts . 
Regardless, however, of the di f ferences among investment 
companies as to organizational structure, capi ta l i zat ion, sales 
procedure and investment po l ic ies and so on, i t is the primary 
function of a l l investment trusts to pool the funds of small 
investors so that greater d i ve rs i f i ca t i on , better management^  
continuous supervision and a steady rate of return can be obtained. 
In view of these features investment trusts are a suitable agency 
and potent inst i tut ion f o r making resources avai lable f o r economic 
development v ia stock exchanges. In the industr ial ly advanced 
countries investment t]:^lst3 are playing a s ign i f i cant role 4n 
th is respect. Surely, in the planned econonry of India also the 
importance of such institutions can not be over-emphasized. They 
w i l l not only benef i t the small investors, who numerically at least 
form the major part of the saving populace of the country, by 
providing balanced po r t f o l i o of investment and technical knowledge 
of the market, but also the entire economy by siphoning the 
s a v i n g of the country into desirable productive l ines , through 
* The su i tab i l i t y o f d i f f e rent types of investment trusts 
in India has been discussed in Ohapter V supra. 
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tiie organized capital laarkets. Apart from the mobilization of 
savings of the relatively small investors, the investment trusts 
would also help in the democratization of industrial share owner-
ship and thug act to the furtherance of some of the objectives 
of the Directive Principles of State policy enshrined in our 
1 
Constitution, namely, reduction in inequality of income and pre-
vention of concentration of wealth and economic power in a few 
hands. In view of the importance of the investment trusts in the 
economic development an attempt w i l l be made to appraise the 
position of investment trusts in India in the next Chapter. 
1. Vide Article 39. 
OmPTER I I 
IIVESTMISNO! TRUSTS IN INDIA 
Intro (Motion: 
I t w^s observed in the preceding chapter that investment 
trusts are a suitable agency for mobiliaing and channelling 
savings to investments fo r investors who want to purchase 
securities but are either incompetent or disinclined to under-
take programmes of investment on their own. Their significant 
role in the context of the present economic conditions in India 
is quite obvious. They would not only mobilize the savings of 
small investors through the organized capital markets and canalise 
them to desirable produ.otive channels but would also make the 
goal of 'Democratic Socialism' a reality by diffusing the indus-
t r i a l share ownership over a large part of the population. This 
chapter is divided into three parts, i'art I deals with the 
historial aspect of the investment trust movement and its posi-
tion on 31st March, 1963. ^^ he second part examines the working 
of investment companies. Finally, i^art third deals with the 
finances of investment trusts for the jeriod 1957- 60. 
I : HISTORY OP XETELOi'MENT 
Investment trust movement began in India much later than 
in the United Kingdom or the United States of America. Although 
the Financial Association of India and China, claimed to be the 
1 
f i r s t investaient trust in India', was formed in 1869 , effective 
1. S.L.N.Simha, Capital Market of India. Bombay, I960, p 78. 
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development of the movement is of recent origin. Ilais belated 
development of investment companies is attributable to the 
peculiar economic and social conditions, which did not provide 
a favourable climate for the growth of the movement. For 
investment companies to attain a magnitude of nation-wide 
importance in any country, two conditions are necessary; 
f i r s t , there should be sufficient savings diffused over a 
large part of the population and, second, adequate investmeifc 
outlets conducive to the promotion of investment companies. 
Not only these two conditions did not exist in India, but on 
the contrary there were certain factors which tended to 
retard the growth of the movement. Industrialization in 
India started very late and consequently the growth of 30int 
stock enterprize was also slow. This is evident from the 
fact that in 1900, there were only 1340 joint stock companies 
with paid-up capital of Rs 34.7 crores compared to 2216 and 
6919 in 1910 and 1930 having paid-up capital of fis 61.4 crores 
1 
and Hs 286.30 crores respectively. This restricted the f i e l d 
over which investment trusts could spread their investments 
amd also the demand for capital. Further, the prevelance 
of the managing agency system, company fai lures in 1914-15 
and the 1920*s and double taxation of the income of invest-
ment trusts inhibited the pace of the movement. 
The appointment of the Indian Central Banking Enquiry 
Committee in 1929, however, stimulated interest in investment 
trusts. Stressing the need for setting up of investment trusts 
1. E.K.Nigam: The Corporate Sector in India. New Delhi, I960, 
p 107. 
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to f i l l in the gap in the institutional structure concamed 
with financial, industrial and other borrowers, Manu Subedar 
rightly observed in the Minority Heports " . . .an immeasurable 
benefit to India is bound to grow from the establishment and 
proper working of jlnvestment trusts and the assistance which 
they w i l l give to the investor in the creation of intermediate 
securities, which do not exist now, in providing a channel 
for investment in industrial and other f ie lds , where the p 
1 
primary investor would be too soared or too ignorant." In 
* 
the meantime business magnates were impressed by the success . 
of investment trusts in the United Kingdom and the United 
States of America, aad staarted similar institutions in Ijidia. 
The setting up of the Industrial Investment Trust I<td. in 
1933 by the prominent firm of stock brokers in Bombay, 
Messrs Premchand Boycha^d & Sons, marked the beginning of 2 
the investment trust movement in India. In this connection 
two important developments which helped the movement deserve 
specific mention: In the f i r s t place, the trough of the 
1. Indian Central Banking Bnouiry Ooiaaittee. Minority Be port. 
1931. 
A detailed account of the success of investment trusts in 
the U.K. and the U.S.A. is given in Chapter IV. It w i l l 
suffice to mention here that investment companies which 
originated in the U.K. in the second part of the 19th 
century and th% spread to the United States in the 208s 
of this centuiy, had registered commendable success and 
had become an important constituent of the capital market. 
2. Reserve Bank of India Bulletin. "Investment Trusts," Bombay, 
p 1462. 
I I .4 
depression was over and stock market prices had begun to 
recover; in the second place, the Grovemment of India accepted 
the suggestions made hy Subedar in the Minority Heport of 
the Indian Central Banking Enquiry Gomnittee (referred to earl ier ) 
and exempted investment trusts from super-tax. A notification 
issued on December 9, 19S3 by the Government of India exearpted 
from super-tax so lauch of the income of an investmaat trust 
as was derived from dividends from any company which had paid 
or would pay super-tax in respect of profits out of which 
such dividends were paid. A few important and large invest-
ment trusts were established in 1936, and in the following 
year, the House of Tatas launched the Investment Corporation 
of India Ltd., one of the leading investment trusts in India* 
Simltaneously, there was a spate of relatively small invest-
ment trust companies, most of which, however, were of the 
1 
'bucket-shop' variety, promoted to collect public money 
mainly for employment to the advantage of management and 
directors in their speculative share operations. Dae to the 
interest of managing agents during the period of the second 
world war, the movement received great impetus. The indepen-
dence of the country in 1947 and the five-year plans gave 
further f i l l i p to the movement. 2he Committee on Finances 
for the i^rivate Sector (popularly known as the Shroff Committee), 
appointed by the Reserve Bank of India to suggest ways and 
means for the provision of finance for the private sector, 
was of the view that investment trusts, particularly of the 
1. N.lasJ Industrial -Snterpriae in India. Bombay, I960, p 69. 
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'Unit type' are "suitable in India where in order to increase 
capital available for industries, small savings have to be 
drawn into the investment market." The Committee, therefore, 
recommend that steps should be taken both by the public and 
private sectors to encourage the formation of such institutions." 
Since then the movement has registered sustained growth. On 
March 31, 1963, there were as many as 542 investment companies 
2 
with paid-up capital of fis 42.28 crores. 
One main feature of the investment companies, however, 
is their association vi^ ijfih managing agents. Almost a l l the 
managing agency houses maintain a string of investment 
companies. SJhus, fatas have their Investment Corporation of 
1. Heport of the Committee on Finances for the i^'rivate 
Sector in India (Shroff Committee), 1954, p 96. 
2. The o f f i c i a l and non-off icial estimates of the number of 
investment companies in India show market divergence. A 
study made by the Reserve Bank of India which appeared 
in October I960 issue of the Reserve Bank Bulletin, 
revealed that there were as many as 595 investment trusts 
with paid-up capital of Hs 37.70 crores in 1958-59, as 
com^pared to 619 investment con^anies having a paid-up 
capital of fis 37.19 crores in 1957-58. S.K.Bhattacharya, 
Registrar of Joint Stock Companies, Delhi in an article 
in the Company News and Notes of uuly 16, 1963, pluses 
the number of investment companies at 700 although he 
admits that certain analysis of corporation finance 
consider that the number of such companies would be well 
ovef lOOO. She Sompany Law Division (formerly the 
Company Law Administration) has compiled a l i s t of 542 
investment companies in an unpubished brochure "Investmept 
Trusts and Companies at work in India as on 51st March. 
1963." Since this latter estimate is an Of f ic ia l one, 
I take it to be authentic and have accordingly based my 
analysis on this estimate. 
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India Ltd. , and Invests Industrial Oorporation I»td., Bir las 
have the i r New India Investment Corporation Ltd . , and Hindustan 
Investment Corporation Ltd. , Dalmias have the ir Dalmia Invest-
ment Company Ltd. , Industrial Credit Company Ltd. , and Dalmia-
Jai^ Company Ltd. , Singhanias have J .IC. Investment 'Trust L td . , 
(now J .K .Synthetics Ltd. ) J .K.Investors (Bombay) Ltd . , J .K. 
Commercial Corporation Ltd. , and J .K.Ltd . , (Calcutta) : Coenkas 
have New India Investment Corporation Ltd. , Jai i^ Investment 
Companjr Ltd. and Calcutta Investment Company Ltd. S imi lar ly , 
Birds, Andrew Yule, Jat ia Brothers, ^ina Brothers and other 
leading managing agents control , manage and operate a number 
1 
of investment companies. This feature of investment trusts 
r e f l e c t s the f inancia l integration of industries in India inas-
much as there i s dominance of f inanc ia l capitalism. The recent 
trends in industr ial evolution c lear ly show that commercial power 
has been superseded by industr ial power and industrial power in 
turn by f inanc ia l power. The leadership of the industrial econon^r 
i s thus no longer in the hands of enterprizing industr ia l is ts 
but in the hands of f inanc ia l magnates. Indeed, a group of 
f inasac» cap i ta l i s t s exercises overwhelming control over a maaor 
portion of the nation's industr ial a c t i v i t y . Through various 
f inanc ia l inst i tut ions, the leading f inanciers pool the savings 
of the comraunity and harness them towards the expansion of 
the i r industrial and commercial a c t i v i t i e s . I t i s f o r this 
reason that every managing agency house maintains close 
1. M.M.Mehta: Structure of Indian Industries« Bombay, 1955, 
pp 274 and 276-77. 
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coimection with investment trusts through managerial integra-
tion or through inter-loeutary directorship. This association 
of investment con^anies with managing agents is not desirable 
primarily because these institutions are used for furiihering 
the ends of their organizers, i . e . , the particular managing 
agency group, who invest their funds in the companies managed 
by them. 'Ihus, the investment trusts in India are mostly 
managing agencies imder a different name, investing mainly 
in companies managed by a particular gTOup and are, in e f fect , 
more akin to finance and holding companies rather than invest-
ment trusts. So the basic objective of an investment trust, 
namels; independent selection of investment purely on merit 
with due regard to safety and diversification is not f u l f i l l e d 
in India. Obviously^ i f investment trusts are, to serve the 
purpose for which they are established, their connection 
with the managing agency system needs radical change. 
State-wise Distribution: 
Another featiire of our investment trusts is that there is 
regional concent oration. West Bsngal and Maharashtra States^ 
as can be seai in the Table 11^  account fo r 61 per cent of the 
total nmber of :Lnvestment companies. In terms of paid-up 
capital, the coverage of the two States comes to 57 per cent. 
Surely this regional ccaicentration of investment companies i s 
• 
responsible for the lop-sided industrial development in India 
in the sense that industries are located in a few places. In 
the context of the planned economic development, of which 
regionil planning and dispers&3- of industrial activity is an 
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filBLE II. I. 
STATE-WISE DISTRIBUTION OP INVESTMBST COMfAHIBS 
IN INDIA AS OH MAEGH 31,1963. 
State No.of Companies -faid-up Capital 
in lakhs 
Andhra ii'radesh 4 23 
Assam 1 13 
Bihar 1 17 
(iujrat 19 145 
Kerala 12 18 
Buadhya i'radesh 8 387 
Madras 12 174 
Maharashtra 101 l,l05 
%sore 3 6 
50 38 
HaQasthan 59 698 
Uttar i'radesh 5 137 
West Bengal 230 1, 306 
Delhi 37 161 
542 4,228 
Source: Company News and Notest New Delhi, October 10, 1963, 
p 125. 
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integral part, i t is necessary that factors which lend support 
to this trend should be discouraged. I t i s , therefore» of 
paramount importance that investment companies should also 
be located on a diversified basis to correct the regional 
imbalances of industrial development. 
The average size of the Investment companies in terms of 
the paid-up capital is very small, ^he data presented in 
Table II .E which strati f ies the investment companies into 
groups based on the paid-up capital shows th%t of the 542 
companies, 369 companies or nearly 68 per cent of the total 
TABLE I I .2 
NUMBER OF COMFANIES m)EK H THE VARIOUS i'AIDiUi' 
CAi-ITAL SIZE (xROUPS 
Paid-up Capital 
Size trroups 
( in lis lakhs) 
Nu. of Companies -fercentage 
0 - 5 369* 63 
5 - 10 82 15 
10 - 25 58 11 
25 - 50 17 3 
50 and more 16 3 
Total 
* 
542 100 
* includes 39 companies having no paid-up capital. 
Sources; Company News and Notes, Op .P i t . . 
I I .10 
number of companies laave a paid-up capital of less than te 5 laMis. 
The number of companies in each of the paid-up capital groups 
of Bs 5 lakhs and less than Hs lO lakhs, Rs lO lakhs and less than 
Bs 25 lakhs and Rs 25 lakhs and less than fis 50 lakhs account for 
about 29 per cent of the total number of a l l investment 
companies. Only 3 per cent of the total number of companies 
belong to the size-group of & 50 l a ^ and above. The small 
size of the investment companies is partly attributable to the 
fact that a large number of these companies are private limited 
companies and the general public is not able to take their shares 
which inevitably leads to the mobilization of saving through 
them on a very limited scale. The smallness of the resources 
of the investment companies limits the degree of diversification^ 
i. 
This militates against one of the cardinal principles of invest-
ment trusts, v iz . , adequate diversification and to that ext^t 
it is not a desirable feature. 
Nature of Business: 
The study of the nature of the business of investment 
companies, as shown in Table I I .3 (on the following page) reveals 
that out of the 542 companies, 179 companies or 33 per cent of 
the total number of companies are interested purely in invest-
ment business and 24 companies or nearly 5 per cent of the 
total are acting as trust companies. The number of companies 
interested in both the Investment and trust business is 64, 
which accounts for 12 per cent of the total number of 
companies. Houghly one-third of the companies are dealers in 
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shares I stocks and debentures eto. and the rest of the companies 
are doing miscellaneous business. Obviouslj^ in majority of 
case, the nature of the business of investment companies does 
TABLE I I .3 
HAIUEB OP BUSINSSS OP lOTBSTMBKT OOMtfAUIlBS 
Mature of Business No. of Companies 
Exclusively investment business 179 
Investment and Trust business combined 64 
Dealing in Shares, Stoclcs, Debentures etc. 191 
Exclusively Trust companies 24 
Uiscellaneous business 84 
Total 542 
Source: Company Hews and Notes, Op.Cit.. p 126. 
not conform to the basic objectives of such institutions. Mb 
alrea<Sy mentioned, investment trusts in India are tools of 
managing agents for acquring control over the companies in 
which they invest. To accomplish this, the promoters of such 
Institutions Include various types of activities which are 
expected to help in this resjpect. For instance, the obgect 
clause of several companies include such functions as 
guaranteeing of loans, advancing money against mortgages of 
property and land, carrying on business as financiers, brokeis. 
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working as manging agents, secretary and treasurers, eonstiuct-
ing buildings, carrying on hire purchase and insurance business 
sgad dealing in cotton etc. Ihe effect of this policy i s that 
investment companies in India are doing business which are at 
variance with the basjic principles of such institutions. It 
is better i f they concentrate on the proper functions of such 
institutions* naJnely, investing in securities selected on merit. 
Reserves: 
From the figurejs of ratios of reserves to paid-up capital 
of investment companies presented in fable I I .4 it is clear 
that three- f i f th of the investment companies have reserves 
much less than their paid-^p capital.Th'ia-Js partly attributable 
to the operation of income-tax provisions regarding compulsory 
TABIfi I I .4 
SSSEHYBS AS FEBOMAGS OP FAID-^r OAFJTAL 
i:'ercentage Ho. of Companies 
Below 50 
50 - lOO 44 
100 - 500 33 
500 - 1000 7 
lOOO and more 8 
Total 251* 
* 291 coa5)anies have not been taken into account due to non-
availability of information relating to reserves. 
Source: Company News andHotes, Op.Pit. 
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distribution of profits ia respect of companies in which 
public is not substantially interested. It may be noted here 
that out of 542 companies, 364 are private limited companies w 
which come under the above mentioned provisions of the income-
tax in terms of Section 23-A of the Indian Income-Tax Act. 
3Jhe number of con5)anies belonging to categories where reserves 
are above 50 per cent but less than lOO per cent, between 
100 per cent and 500 per cent, and between 500 per cent and 
lOOO per cent of the paid-up capital is 44^33 and 7 respectively 
Only eight companies have reserves exceeding the paid-up 
capital by over ten times. Out of these eight companies, three 
companies, v iz . Bharwar J'inance Corporation, Burdwan Holdings, 
Malayalam -Plantation and 3?rustee Company only/paid-up capital 
of B3 1000.00 each while t«Lr reserves exceed Rs 10,000.00 
^he details of the remaining f ive companies are given in 
Table I I .5 (on the following page). 
fhe importance of maintaining adequate reserves cannot 
be over-emphasised, The presence of reserves helps tbe 
companies to tide over financial exigencies. The experience 
of foreign countries bears eloquent testimony to this f ac t . 
During the period of the depression of the 1930's and the 
Bering ^ crisis in England investment trusts which had created 
substantial reserves weathered the stmansuccessfully and those 
which had no such reserves could not survive. It would, there-
fore, ap^ar expedient for investment companies to create 
reserves. It may not be out of place to mention 
here that under Section 17, the Indian Banking Gon5)anies 
II. 14 
TABLE I I .5 
(te in thousand) 
Naae of the 
Company. 
State 
of 
Registra-
t ion . 
Paid-up 
Capital 
Reserves 
excluding 
Taxat ion 
reserves 
Closing 
date of 
annual 
accounts 
Calcutta 
Discount 
Company 
Industrial 
Trust 
S hakhawa di 
General 
Traders 
Freee Finance 
and Investment 
Amalgmation 
Bengal 
Raj as-
than 
- d o -
Bengal 
Jtladi'as 
852 
500 
100 
11 
390 
18,610 
5,800 
1,249 
628 
6,263 
31-12-1960 
31-3-1960 
31-3-1960 
31-3-1961 
30-6-1960 
Source: Company law Board (formerly G.L.A. ) , unpublished "brochure 
Investment Trust and Companies at work: on March 31«1963.' 
New Delhi, August, 1963. 
Act 1949 provides that every banking company must transfer not 
less than 20 per cent of the balance of pro f i ts as shown in the 
P ro f i t and Loss Accounts every year to the Reserve Fund so long 
as the reserve fund together with the amount of Share Premium 
Account, is less than i t s paid-up cap i ta l . Similar pol icy may be 
commended f o r adoption by investment companies in India also. 
P r o f i t a b i l i t y ; 
Table I I . 6 s t r a t i f i ^ investment companies according to 
the prof i ts as percentage of net worth. 
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TABIiB I I .6 
i-EOFITS AS J^ BRCBM?A&B OP IfSf WOETH 
Percentage No. of Companies 
loss 128 
Below 5 101 
5 - 10 53 
1 0 - 1 5 13 
15 - 25 30 
25 emd more 32 
» 
Total 357 
* 185 con?>anie8 have not been taken into aceount due to 
non-availability of information regarding prof its . 
Source: Company f^ews and Notes, Op.Pit.. p 128. 
It can be seen that 128 companies are ranning at a loss, 
of the rejfet, lOi coiiqpanies are earning less than 5 per cent 
profits as related to their net worth. The coinpanies earning 
profits between 5 per cent to 25 per cent of their respective 
net worth aggregate to 96. There are 32 coiapanies earning 
profits at the f f t e of 25 per cent and over of the worth; 
the particulars of five top companies are given in Table II.7 
on page 11.16. 
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TABIE I I . 7 
(te in thousand) 
Hame of the Company State of -i^aid-up i:'rofits Eeserve Closing 
Eegistra- Capital before exclud- date of 
tion. taxa- ing taxa- annual 
t ion. t ion ac counts 
reserves 
Bharat Luxmi Co. Bengal 25 200 Hil 30.4.1960 
Sree Annapuma f» 50 197 Nil 31.3.1961 
Sun Distributors »» 50 200 32 3O.6.190D 
i'lace Siddouse 
and Grough »» 125 356 65 31.12.1961 
Bstate and 
Finance 
Mahara-
shtra 480 779 Kil 31.7.1961 
Sources Company Law Board, Op.Cit«« 
The low profitability of the investment companies can be 
ascribed to a number of factors. In the f i r s t place, funds of 
investment trusts are not invested in ps^ing concerns i f the 
interests of the group^demand and a l l cazy^ ions of good invest-
ment are often disregarded. Secondly, the small sise of the 
resources of the investment companies limits the degree of 
diversification. Finally, the nature of the business of invest-
ment trusts is also responsible for the low profitabi l ity. 
If investment trusts are to hold their own in the csgpital 
market, they must show Jirofits which would compare favourably 
with those that investors can obtain by investing in securi-
ties directly otherwise, they wi l l f a i l to attract the savings 
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of the people. 
I I : WORKING OP INYESTBSEilT GOMfANIES 
Ifeving examined the growth of investment trusts and 
their present position in the preceding section I now proceed 
to analyse the working of the investment compani^ in India. 
This study is based on the information from the published annual 
accounts of 25 investment companies. !]?he 25 companies, two 
of which are private limited companies and the rest public 
limited companies, account f o r , in terms of paid-up capital, 
about 55 per cent of a l l investment companies* As this study 
covers more than ha2:f of the investment companies, the results 
obtained by this analysis can represent the working of invest-
ment companies as a whole, ^he analysis in this section is made 
with reference to tlie capitalization, size, pattern and diversi-
fication of investments, assets other than investments, prof i t -
abi l ity and performance of investment companies in India. 
Capital Structure? 
An examination of the capital structure of the 25 companies 
shows that barring a few companies which have outstanding 
preference shares, besides equity capital, paid-up capital 
virtually consists of ordinary shares. Raising of capital 
Appendix A. The basis of selection of the sample is the 
paid-up capital. This san^le covers a l l the investment 
companies which have paid-up caPital of Rs 25 lakl^ and ovey 
omitting the Investment Corporation of India IdJd., and the 
Inilustrial Investment Trust I^d. , which have been discussed 
in detail in the next Chapter. 
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through issues of bonds or debentures to the public is rare. 
Of the four companies which have issued preference shaes, pre-
ference capital equalled the equity capital in the case of 
one cofflpany, v i z . , George Henderson & Go., Ltd., while in the 
case of three other companies, it exceeded the equity capital 
as shown in Table II .8 
TABIB I I .8 
1 
CAi'ITAL STEtJCTTJEE Of INYBSTBaEKT GOMFAHIBS (8s lAKHS) 
Name of the Company As at the 
end of Ordinary ^reference ? o t ^ 
George Henderson 
& Co. Ltd. March 1961 30.00 30 .00 60.00 
Mafatlal liagabhai 
& Co.(i')Ltd., Dec. 1961 50.ft^ 75 .75 126.25 
Birds Investments Sept. 1961 20.00 24 .00 44.00 
Dalhousie Holdings Feb., 1961 10.00 18 .00 28.00 
Besides preference and equity capitals, these companies 
have also resorted to Ibatfe and advances. Of the 25 con^^aniee, 
21 companies have relied upon this source of financiiag. In 
the case of one oompemy the amoulit of secured and unsecured 
loans exceeded the paid-up caPital. The particulars of 8 
companies, which have taken substantial amount of loan are 
given in Table 11,9 (on the following page). Thus, the 
capital structure of the investment companies in India is on 
the pat^m of the 'management investment trusts* of England 
1. Compiled from Annual irublished Accotints... 
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unlike Mutual Funds of the U.S.A. which have simple capital 
structure. The high proportion of the fixed-dividend 
securities to the variable dividend securities makes the 
capital structxire of these companies lopsides. 3!he presence 
of substantial amount of loans in the capital structure of the 
investment companies is due to their close association with 
managing agents a»d other industrial groups, who guarantee such 
loans advanced by banks and others. This practice of relying 
on borrowed funds is not helpful in the mobilization of savings 
of investors, which is the basic objective of such institutions, 
TABIiB II.9 
1 
LOAHS RAISED BX INVESTMENT COEfANIES (Rs LAKHS) 
Name of the Company As at the 
end of 
ir-aid-up Capital Loans 
Sassoon o .David Dec. 1961 100.00 46.17 
Calcutta Invest-
ment Compaziy Dec. 1961 55.00 36.48 
0 .K.Synthetic l td. «)une 1961 72.57 57.72 
Mafatlal ixagabhai 
& 00.(1') Ltd. Dec. 1961 126.30 111.07 
Olive Bow Invest-
ment Holding Go. Dec. 1961 138.80 26.60 
Shri Rishabh Invest-
ment Ltd. March 1961 45.00 35.71 
Orient Trading 
Co. Ltd. duly 1961 25.00 20.57 
P.E.Dinshaw Ltd. March 1961 28.19 30.48 
1. Conqpiled from AnnuaHeuSished Accounts, 
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Size of Investmenti 
It was observed in the preceding section that the size of 
investment companies in India is very small. Owing to the 
meagre size of resources, investments of the investment trusts 
are not of a significant magnitude^ Only in respect of six 
companies, out of the 25 companies, investments exceeded 
Rs 1 crores as given in Table II.10 below. 
TABLE II.10 
mVESTMBHT SIZE 
in laMas) 
Name of the Oompany As at the 
end of 
Investments 
1* Pilani Investment 
Oarporation I»td. March, 1961 
2. Sassoon t» .David Bee. , 1961 200 .86 
3. Homi Mehta & Sons 
(i") Ltd. Dec., 1961 140.88 
4. Eastern Investment 
Limited. Dec., 1961 165.86 
5. Olive Row Invest-
ment Holding Go., Deo., 1961 191.89 
6. Mafatlal Gagabhai 
and CcCi") ^ d . . Dec., 1961 416.28 
Source: Annual Accounts 
Since diversification i s , by and large, a function of the 
size of the investment fund, the investment trusts in India 
0have fai led to obtain satisfactory diversification. 
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So far a3 the distribution of investment over different 
types of securities is concerned, available information in 
regard to the 25 companies reveals that ordinary shares account 
for a pre-dominant part of investments. ^'reference shares and 
debentures, specially the latter, are not significant. Except 
in the case of four companies, as shown in Table 11.11, there 
were virtually no investment in Government seciirities. Even 
in the case of these four companies, holdings in government 
securities are insignificant. 
TABLE 11.11 
IN 1 
IHVKJTMENTyGOVBBHMMT SBCTJEXTIES 
in laldis) 
Hame of the Gompan;7 As at the Investment Total 
end of in govern- invest-
ment securi- ments 
t ies . 
1. Eaiasthan Indus-
tries Ltd. March,1961 O.iO 4.46 
2. Hbmi Mehta & Sons 
(P) Ltd. Dec., 1961 0.44 140.88 
3. Sastem Invest-
ments. Dec.,1961 0.06 165.86 
4. Sassoon d .David Dec., 1961 0.17 200.86 
As regards investment in quoted and unquoted securities 
information was available from 23 companies only. The total 
investment of these 23 companies amounted to Rs 22.00 crores 
during 1961-62, of which Hs 18.11 crores wa3 in quoted securi-
t ies . On a percentage basis, quoted and unquoted investments 
1. Gompiled f m the i'ublished seamal accounts . 
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accoimt for about 80 per cent and 20 per cent respectively. 
Table 11.12 ahows the frequency diatribution of the 23 companje s 
according to the proportion^f unquoted investmejit to^total 
investments. More than half the number of companies has 
unquoted investments less than lO per cent of the total . 
Four companies have between 10 and 25 per cent* whereas six 
companies have more than 25 per cent. 
fABIE 11.12 
1 
PERCENTAGE OP UHQUOTED INVESTMBKT TO TOTAL INVBSTMBNT 
Jfercentage Na. of Companies 
0 - 5 8 
5 - 1 0 5 
1 0 - 2 5 4 
25 and above 6 
Total 23 
Market value of quoted investment are available in the 
case of 22 companies, out of the 25 companies, in addition to 
the book values. While the book value aJnounted to Ba 18.11 
crores in 1961-62, their market value stood at Ss 28.67 crores, 
showing an appreciation of over 58 per cent. In the case of 
two companies, the investment have appreciated by more than 
lOO per cent and in the case of one company, the appreciation 
was more than 50 per cent. The investments of 13 companies 
1. Compiled from the Published Annual Accounts. 
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show appreciation rajiging from 20 to 50 per cent. In the case 
of fioiar others, the market value of the investments were 3ust 
less than the book values. The policy of investing the over-
whelming part of the resources in equities is commendahle. 
Investment in securities which are not listed on the Stock 
Bxchages of this magnitude is due to the fact that investment 
companies subscribe to the share capital of private limited 
companies and subsidiary companies, controlled by the parti -
cular managing agency group. But this practice is by no means 
desirlile from the point of view of investors because their 
shares lack liquidity. In view of the peculiar conditions 
obitaining in our country where such shaires are usually 
purchased for acquiring control rather than for earning profits 
the shareholders do not bother about l iquidity, of such 
companies but in principle this practice has no justif ication. 
Diversification of Investment? 
The pattern of diversification of investment of companies 
reflects the association with managing agency or other indus-
t r ia l groups. The factual information about the financial 
interests of the managing agents has been so ingeniously and 
deliberately concealed, that it is d i f f icult to find, with any 
degree of precision, the range of their financial interests. 
The extent of one's holdings in a particular fino or concern 
is regarded as a 'trade secret,' to which an outsider has 
hardly any access. The scope of such a study is , therefore, 
limited by the paucity of available information. However, i t 
is estimated that investment of the companies in the shares (£ 
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other concerns under the same control amount to about 62 per 
1 
cent. In the case of Olive How Investment Holding Company as 
much as 90 per cent of the investments are within the same 
group* Within group investments constitute about 78 per cent 
and 77 per cent of the total investments of the Birds Invest-
ments and the ii'ilani Investment Corporation Ltd. Dena Invest-
ments have 41 per cent of the investment in companies under iA. 2 
the same control. The total investments of the J .K,Synthetics 
l td (formerly d .K.Investment Trust Ltd.) and George Henderson 
and Co. (P) Ltd. is virtually in the same group. Similarly 
in the case of other companies, a higher percentage of the 
total investments is in companies which are under the same 
3 
control. 
In addition to investments in securities, several companies 
have among their assets, 'loans and advances,' of significant 
size. In fact, in some of the companies* loans and advances 
account for a major part of the total assets. The Table 11.13 
on page 11.25 shows that in the case of two companies, nam^y» 
treorge Henderson and Co.Ltd. and Rajasthan Industries Ltd., 
the amount of loa:as and advances is substantially higher than 
the amount of investments. The presence of 'loans and 
advances' as an important item among the assets of the invest-
ment companies ref lects, in several cases, probably close 
1. Economic Times: "E.T.Survey on Investment Companies',' Bombsiy 
July 1, 196l5^r^ol. i i i . 
2. Economic Times, Op .Git. , 
3. Ibid. 
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TABIS 11.13 
1 
LOAKS m ABV&HOES Bl BrVESTMEKT OOMFANIES 
Hame of the Company As at the 
end of 
Loans and 
advances 
Investments 
1. Calcutt^i Invest-
ment Co. Ltd. Dec.lSei 20.66 55.58 
2. As iat ic T ext i le s 
Company Ltd. dune 1961 26.85 33.01 
3. George Henderson 
and Co.(J:") Ltd. Dec., 1961 64.16 9.19 
4 . Haoasthan 
Indust ries March,1961 36.85 4.46 
5. Vasant Invest-
ment Corporation March, 1961 15.35 19.11 
association of industrial managing agency houses with the 
management of these companies. In fact, in some cases invest-
ment coBipanies themselves act as managing agents or secretary 
and treasurer of other companies including subsidiary companies 
under their control, to which they have provided financial 
assistance, besides direct loans and advances, through 
guaranteeing of bank loans to these companies. Por instance, 
Homi Mehta & Sons (Jt) I<td.^ have three subsidiary companiess 
( l ) Babson and Co., (2) i^harmaceutical Capsules Iiaboratories 
and (3) Homi Mehta and Oo.Cir") I^d. Olive Row Investment Hold-
ing Company, which is a subsidiary of Andrew xule and Co. Iitd, 
1. Compiled from Annual Accounts, 
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has, as i t s subdidiary: (a ) Chit pore Solabari Oo. I ftd., 
(b ) Hoogly Printing Oo. Ltd . , ( c ) Port Engineering Work l t d . , 
(d ) Basmatia 5ea 0©. L td . , ( e ) Hoolungore Tea Company Ltd. , 
( f ) The Murphalam (Assam; 'J'ea " o . I/fcd., tndl I^ajgarh Tea Co. 
L td . ; Mafat la l ^agabhai and Company (P) L td . , has ( i ) (^agabhai 
Jute Mi l l s (P) Ltd. , ( i i ) Mafatlal Pine Spinning and Manafactu3>-
ing Go. (P) Ltd . , ( i l i ) New Shrrock Spinning and Manufacturing 
Go. Ltd . , ( i v ) Text i l es Ingrovers ( ? ) L td . , ( v ) Standard Mi l l s 
Go. Ltd . , ( T I ) Sasaoon Spinning and Weaving Co. Ltd. , ( v i i ) M.G. 
Investment Corporation (P ) Ltd. , ( v i i i ) Mafat lal Services (P) Ltd 
( i x ) Navin Plourine Chemicals L td . , and ( x ) Mafat lal (London) Ltd j 
Eajasthan Industries Ltd. has Produce and Share-brokers Ltd. and 
Universal Trading Co. (P ) Ltd. F i l an i Investment Corporation has 
Jaipur Mining Corporation Ltd. The Jaipuria Brothers Ltd. has 
given as on December 31, 1961, guarantee f o r advances l imited to 
Rs 25•SS lakhs advanced by banks to i t s subsidiaries. Mafat lal 
Gagabhai and Co. (P ) Ltd. has given similar guarantee to the 
extent of 2.05 crores as on December 31, 1961. 
Thus, the patte rn of investment of Investment Companies shows 
that even the meagre resources available to these companies are 
not properly .diversified. Particular industrial or managing 
agency houses have geared the investment policy to suit their 
requirements and there is l itt^evidence of disinterested 
diversification. Granting of loans to subsidiary companies as 
well as giving guarantee to banks for advancing loans are not 
only not relevant to the business of such institutions 
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but they defeat the very purpose of genuine investment companies, 
Prof itabi l ity and ir'erformanee: 
he profitabil ity rates of investment companies compare 
unfavourably with those of other industries, as shown in 
Table 11.14, Flgttrei^n brackets are All-industries estimates. 
TABLE 11.14 
Jr-ROPITABILITY RATIOS OF INVESTMENT COMPANIES AND ALL-INDfJSTEIES 
Ratio i'ercentage 
1S59- 60 1960-61 1961-62 
1. Gross i 'rofit to 
total capital 
employed 6.7 8.5 8.8 
2. i 'rofits before tax 
to net worth plus 
borrowings. 6.7 8.3 8.6 
(11. 0 ) (11.0) 
3. iTofits after tax 
to net worth. 4.9 5.7 6.5 
(11.0) ( lO . i ) 
Sources Economic Times, Op.0it.. 
It may be seen from the table that, although profitabi l ity rates 
of investment companies were better in 1961-62, compared with 
the previous years, they were much below those for All-industrie^ 
i^articularly the net profits to net worth ratio, which i s 
the most important from the shareholder's point of view, is 
much below at 6.5 per cent than the lO.i per cent of a l l -
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industries. This state of af fairs is due to double taxation 
of the income and the expenses of management. The companies 
in which the investment trusts invest pay income tax in the 
f i rst instance and subsequently investment trusts have to pay 
income-tax on the income received from such companies. This 
puts them in a disadvantageous position. The profitability 
rates of investment companies would improve, i f they are exempt 
from income-tax. 
The low profitability of investment companies affects 
their performance also. In fact , during the period 1957-58 to 
19 62-63, investment trusts share prices, as measured ly the 
Reserve Bank of India Index Kumber of Security ir'rices, have 
registered an insignificant incfease of about 5 per cent as 
against a net rise of over 54 per cent in the prices of a l l 
variable dividend industrial securities, as shown in Table 
11.15. 
TABIE II.15 
IimSX NUMBER OF VAEIABLE DIVIDEND INDUSTEIAL SECUEITIES 
Iir"lndwstries lear (Base 1949-50 lOO) Investment Trusts 
1953-54 95.6 74.9 
1954-55 112.9 90.3 
1955-56 121.6 93.4 
1956-57 122.2 89.9 
(Base 1952-53 lOO) 
1957-58 125.4 84.2 
1958-59 137.3 90.7 
1959-60 155.3 99.3 
1960-61 171.7 91.4 
1961-62 183.7 90.7 
1962463 179.5 89.5 
^ 
Source: Reserve Bank of India Bulletin. Bombay, December,1963 
pp 1584-85. 
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I I I : FINANCES OP INVESTMEH3? OOMfANIES 
The information available in regard to tlie finances of 
investment companies in India relating to 113 public and 
private limited companies, which, accounted for 87 per cent 
of the total investment companies, in terms of paid-up 
capital in 1957, shows that a steady expansion in the 
activities and a giradual rise in profitabil ity were the main 
features of the performance of investment trust companies 
during the period 1957 to I960. l o ta l capital employed 
increased by 18.7 per cent, from Hs 93 crores in 1957 to 
8s 111 crores in I960; total income (comprising mainly interest 
and dividends) during the four-year period expanded from fe 5.5 
crores in. 1957 to Rs 8.4 crores, i . e . by 52 per cent. With a 
similar rise of 55.5 per cent, profits before tax increased 
from Bs 3.5 crores in 1957 to Rs 5.5 crores in i960, liross 
return on capital measured by the percentage ratio of gross 
profits to total capital employed moved consistently from 4.8 
in 1957 to 6.5 inl$59 and it maintained the same level in 
I960. -Despite this consistent improvement in the over-all 
position of the investment companies, however, during the 
period under review, the finances of these companies leave 
much to be desired. Their role in the Indian capital market 
is s t i U insignificant. Although the income has expanded by 
about 52 per cent and the profits have registered a rise of 
about 56 per cent, they have not been able to pay the investors 
a return comparable to what he would get by investing in 
securities directly. 
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Income and Expenditure: 
The data on income, expenditure and appropriation accounts 
of the investment companies presented in Table 11.16 on the 
next page reveal that the income from interest and dividends 
which formed the bulk of the total income shows a gradual 
increase from te 4.4 crores in 1957 to Rs 5.8 crores in 1959 and 
I9 60. There was a notable expansion in hire purchase earnings 
from as 67 lakhs to Rs 154 lakhs. It can also be seen that the 
investment companies are graduai^enlarging their scope of opera-
tions and have entered into trading and other operations to 
supplement the income from their financial and investment 
activities. 
On the expenditure side, interest payments and 'other 
expenses' (which Include such items as printing ahd stationery, 
fent, postage, travelling and other charges, managing agency 
remuneration etc.) are the chief constituents which together 
accounted for 24 to 28 per cent of the total expenditure. l i t -
res t payments amounted to fis 98 lakhs in 1957 and rose steadily 
to fe 155 lakhs in i960 while other expenses showed a small 
iJrise increasing from Hs 57 lakhs in 1957 to Ks 68 lakhs in 1958 
and stood more or less at the same level during the subsequent 
years. The establishment expenses, comprising salaries and 
eiqployee's welfare expenses, showed a relatively small r i se 
from fis 35 lakhs :ln 1957 to Rs 45 lakhs in 19b0. I 'rofits before 
tax, which amoxmted to fe 3.5 crores and Hs 4 crores in 1957 
and 1958, respectively spurted up to fis 555 crores in 1959, 
however, in I9 60 no further rise wa» recorded. 
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TABLE 11.16 
COMBINED INCOME,EMEfDia}UEE AND AJ^ I-ROJ^ EIATION ACCOUNTS OP 
iNVESiSMJ? OOMir'ANIES: 1957 to 1960 
1957 
1 
1958 
2 
1959 
3 
196 
4 
Eroendxture and AttproDriatlon: 
1. Establishment Expenses 35 38 44 45 
2. Interest 89 103 120 155 
3. Bad Debts 10 2 5 11 
4. Other Expenses 57 68 70 69 
5. Depreciation Jfrevision 8 6 7 10 
» 
6. irTofits before tax 352 398 548 548 
7. Less Tgy provision* 297 185 254 284 
8. i 'rofits after tax 55 213 294 264 
(a) Dividends 181 210 266 274 
(b) Retained profits -126 3 28 -10 
9. Total 551 615 794 838 
Income: 
lO. Main income 492 557 734 784 
Ca) Interest and dividends 436 451 582 581 
(b ) Commission and net 
profit in share trading -11 5 21 49 
(c) Net hire purchase 
financial earnings 67 lOl 131 154 
11. Other Income 59 58 60 54 
12. Total 551 615 794 838 
Source: Reserve Bank of India Bulletin.. Bombay, August, 1962, 
p 1190. 
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Table 11.16 continued... 
Note: Item ( l ) includes salaries, bonus, provident fund, 
gratuity etc. 
Item (4) includes managing agency remuneration also; 
Item (7) includes tax cut at source in respect of 
dividends received by the company. 
Item (8 ) (b ) comprises transfer to reserves and pro f i t^ 
loss Carried to Balance Sheet and non-recurring 
expenses like loss on sale of assets etc. 
Item (12) excludes ( i ) transfers from outstanding 
reserves etc. at the end of the previous year, ( i i ) 
amoxmts carried forward at the end of the previous 
years ( i i i ) non-recurring income like profit on sale 
of assets etc., insurance claims* 
Tax cut at source on dividends distributed by these 
companies is included in 'dividends' and not 'tax 
provision' in respect of the companies which closed 
their accounts subsequent to 31st March, 1959. 
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The trend of the earnings of the investment companies lends 
support to the fact that these companies are oariying on business 
other than what theaj? counterparts in other countries are doing, 
as ^own in Chapter IV. Thus, whereas the total income shows an 
increase of 52 per cent during the period under review, commission 
and net profits in share trading, which showed a loss in 1957, 
were Rs 5 lakhs and in i960 income from this source rose by about 
1000 per cent. Similarly, receipts from hire purchase financial 
earnings have recorded an increase of about 130 per cent. 
Though these receipts have supplemented the income of these 
companies, they are inconsistent with the investment trust concept 
Similarly on the expenditure side, a sizeable portion of the 
expenses is accounted for by interest on borrowings which shows 
that investment companies, due to their close association with 
managing agency and other groups, are taking substantial loan 
from banks and others. 
Prof it Allocation: 
In Table 11.17 on page 11.34 are shown the data relating 
to profit allocation for the year^957 to 1960 for the invest-
ment companies. As a result of excess provisions for taxes 
in 1957, tax provision absorbed over 84 per cent of the profits 
before tax of the investment companies during that year and 
the proportion varied from 46 to 52 per cent during 1958 to 
1960. About 50 per cent of the profits before tax were 
distributed as dividends during the four years under review. 
Due to high incidence of taxation, investment trusts are not 
able to retain substantial amounts of profits in the business. 
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TABLE 11.17 
PROFIT ALLOCATION OP IKVESTMEEIT OOMfANISS 
1957 to 1960 
1957 1958 1959 I9 60 
1 2 3 4 
1. Tax provision as percentage of 
profits before tax. 84.4 46.5 46.4 51.8 
2. Dividends as percentage of 
profits before tax 51.4 52.4 48.5 50.0 
3. Retained Profits as percentage of 
profits before tax. >35.8 0.8 5.1 -1.8 
4. Dividends as percentage of 
paidiup capital (ordinary 
shares; 5.0 5.7 7.2 7.3 
5. Dividends as percentage of 
paid-up capital (preference 
sharesl 3.7 4.4 5.3 6.0 
SOUECE: Seserve Bank of India Bulletin. Op.Pit., p 1192. 
Sources and Uses of Funds: 
The expansjx>n of total assets by investment trusts 
companies amounted to Rs 3.5 crores in 1958^doubled in 1959 
(HS 7.0(irore3) and declined slightly in the subsequent year, as 
shovm in Table 11.13. In the two years 1958 and 1959, receiv-
ables occupied f i r s t place, accounting for Es 3.1 crores and 
Bs 3.9 crores respectively. Investments were second in importaro e 
to receivables in 1958 a»d amounted to Rs 2.1 crores. However, 
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TABI-E 11.18 
SOUEOES AIO) USES OP PUNDs 1958 to 1960 (RUJ^ EES US LAKHS) 
1958 1969 1960 Total 
Sources of Punds: 
A: i:'aid-up Capita^, (excluding 
capitalized reserves) 
B: Borrowings 
(a) Prom Banks 
(b) Prom others 
0: Depreciation i-revision 
D: Taxation i:'rovision 
E: Reserves and Surplus 
Pt Trade dues and other 
current l i ab i l i t i es 
Gs Miscellaneous non-current 
l iab i l i t ies 
H: Total 
Uses of Punds: 
Is Gross fixed assets 
J i Inventory 
K: Receivables 
(1) loans and Advances 
(2) Book debts and other 
debtor balances. 
L; Investments 
(1) Government securities 
( 2 ) Debentures 
3) Share of subsidiaries 
4) Other industrial 
securities 
59 14 24 97 
293 396 343 1032 
268 218 260 746 
3 4 4 11 
-7 17 45 55 
3 62 60 125 
3 21O 220 433 
354 703 696 1753 
-10 18 21 29 
81 95 83 259 
313 389 185 887 
232 370 118 720 
81 19 67 ler 
208 85 343 636 
-11 -112 -11 -134 
-19 10 -1 -10 
29 102 42 173 
209 85 313 607 
Contd«. 
Table 11.18 continued. 
1958 1959 1960 Total 
M: Advance of Income Tax 69 -7 34 130 
N: Miscellaneous Assets 8 -4 15 19 
0 : Gash and Bank Balances -314 93 15 -206 
( l ) J'ixed deposits 
with banks -141 -117 -49 -307 
(2) Other bank balances -182 192 83 93 
( 3 ) Gash in hand 9 18 -19 8 
P ; Total 354 703 696 1753 
I I . 
for the year 1959 i the increase in investment was of the order 
of te 85 lakhs. As against a reduction of fis 3.1 crores in cash 
and bank balances in 1958, there was an increase of Rs 93 lakhs 
in 1959. nihere was a change in the pattern of uses of funds 
in i960 when investments accounted for a large part (Es 3.4 
crores) of the total funds with receivables relegated to the 
second place (is 1.9 crores). Among investments, there was a 
reduction in the holdings of government securities in a l l the 
ibhree years, the reduction being particularly marked in 1959 
(RS 112 lakhs). There was a notable expansion in the holdings 
of shares of subsidiary companies during 1959. 
On the sources aide, the share of borrowings, which was 
as high as 80 per cent of the total funds available in 1958, 
declined to 58 per cent in 1959 and further to 49 per cent in 
I960. Borrowings from banks were very small in 1958 but 
accounted for about 27 per cent and 12 per cent respectively of 
the total funds in 1959 and I9 60. The share of trade dues and 
other current l i ab i l i t i es was negligible in 1958 but was nearly 
one-third in 1959 and i960. Internal sources comprisijag 
depreciation provision, taxation provision and reserves and 
surplus contributed about 3 per cent, lO per cent and 16 per 
cent respectively of the total funds in 1958, 1959 and I960. 
From the above, it can be concluded tgj^t'the sources and 
uses of funds of the :investment companiea present an unsatisf 
factory state of afliairs. Although receivables which occupied 
f i r s t place in 195a and 1959 were relegated to the second 
place, they accounted for more than one-third of the total funds. 
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Further, holdings :!Ln subsidiary companies show speotecular i 
increase from Rs 29 lakhs in 1957 to Rs 173 lakhs in i960, i . e . 
by 600 per cent. Similarly, borrowings which declined from 
80 per cent of the total funds in 1957 to about 49 per cent in 
I960 are s t i l l the most important source of funds. These 
charciteristics of the uses of funds of these companies which 
reflect their link with managing agents or other industrial 
groups are not very desirable. 
In Table II.19 (on the following page) are presented the 
total assets and l iab i l i t ies of the investment companies. The 
total net assets expanded steadily from Bs 93 prores in 1957 to 
8s 111 crores in 1960. Investments accounted for 45 to 48 per 
cent of the total net assets dufing the four years, with an 
overwhelming part of the investments being in the form of 
industrial securities. Investment in government and semi-
govemment securities showed a gradual f a l l from Es 246 lakhs 
in 1957 to te 112 laldas in i960. lext to investments, 
'receivables' (mainly loans and advances) accounted for about 
one-third of the total net assets. The proportion of cash and 
bank balances to the total net assets rangSdfrom 9 to 13 per cent 
On the l iab i l i t ies side, paid-up capital accounted for 35 
to 40 per cent of the total l i ab i l i t ies and was followed by 
borrowings which formed nearly one-third of the total l i ab i -
l i t i e s . Heserves other than depreciation and taxation provi-
sions contributed for about one—fifth of the total l i ab i l i t i es . 
Taxation provisions contributed for another six per cent and the 
trdde dues and other current l iab i l i t ies for a further 6 to 
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TABIE 11.19 
GOMBIIED BALAHOE SHBED OP INVESTMElSffi COMfAKIES 
1957 to 1960 
(Ha in lakhs) 
1957 1958 1958 I960 
A. 
k^lv-t 1 A AO • 
I'aid-up Capital 3739 3789 3803 3827 
( l ) Ordinary 3302 3359 3368 3393 
(2) i'reference 426 430 435 434 
B. Beserves and Surplus 1888 1891 1953 2013 
c . Taxation Jr'rovision 521 514 531 576 
D. Borrowings 2660 2953 2349 3692 
( 1 ) From Banks 
(2) Debentures 
(3) Others 
531 
80 
2049 
556 
80 
2317 
734 
80 
2535 
817 
80 
2795 
E. Trade dues and other 
current l i ab i l i t i e s 527 530 740 • 960 
P. Miscellaneous non-current 
l i ab i l i t i e s 1 1 1 1 
G. Total 9327 9678 IO377 11069 
H. Gross fixed assets 274 264 282 303 
I . Less Depreciation 45 48 52 56 
<J . l e t fixed assets 229 216 230 247 
K. Current assets 430 511 606 689 
L. Receivables 2689 2999 3388 357 3 
Contd. 
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Table 11.19 continued... 
( l ) Loans and advances 2404 2636 3006 3124 
(2 ) Book debts and other 
debtor balances 285 363 382 449 
M. Investments 4421 4629 4714 8057 
(1) Government and 
s emi-government 245 235 123 112 
(2 ) Debentures 37 18 28 27 
(3) Share of subsidary 
Companies 382 411 513 555 
(4 ) Other industrial 
securities 3756 3965 4050 4363 
N. Atvance of Income-tax 178 247 274 308 
0. Other assets IbO 168 164 179 
(1 ) Immovable property 126 137 132 148 
(2 ) Intangible assets 30 29 30 29 
(3) Miscellaneous non-
current assets 4 2 2 2 
Cash and Bank Balances 1222 9 08 lOOl IOI6 
(1) Fixed deposits with 
banks 828 687 570 521 
(2) Other bank balances 385 - - 478 
(3) Cash in hand 9 18 36 17 
Q. Total 9327 9678 IO377 110 69 
Source: Reserve Bank of India Bulletin. Op.Cit., p 1195 
Notes Item A excludes share application money, amounts 
received on forfeited shares and share premium money 
A ( l ) includes deferred shares; B includes premium on 
shares, forfeited sfeo-es profits retained in the form of 
various specific reserves and profit/loss carried to 
balance sheet; G includes taxation, contingency reservei 
deferred taxation reserve and provision for wealth tax; 
D(i) inludes bank mortgages. 
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Ooncluaions: 
The above discussion shows that the investment trust move-
ment in India started very late because the economic background 
of the country was uncongenial and government policy unfavour-
able for the growth of the movement. Interest in the movement 
was stimulated by the Indian Central Banking Enquiry Committee 
and the Shroff Committee also spotlighted the importanoe of 
such institutions for mobilizing savings, particularly of the 
small investors. Since then the movement has made rapid 
strides and registered sustained growth. Respite this 
phenomenal expansion, however, their present position reveals 
certain unsatisfactory "tendencies in the working of the Indian 
investment trusts. Almost a l l the leading industrial groups 
have established a number of investment trusts to further 
their own interest by investing in companies in which they are 
interested, rather than investing in concern which have a 
record of steady progress. Further, the resources of most of liie 
investment companies are poor because a large number of them 
are private limited companies in which general public is not 
permitted to invest. The limited resources limit the degree 
of diversification and, thus, militate against one of the 
basic objectives of investment companies, viss., broad diversi-
f ication. Sven the nature of the business of most of the 
companies is not in keeping with the recognissed objectives of 
such institutions. Again due to the operation of income-tax ' 
provisions the reser^res maintained by these companies are 
inadequate and their profitabil ity is 14w. With such poor 
results they cannot mobilize the savings of the investors to 
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any substantial extent. 
As regards working of the investment coinpan^|fche bullc of 
the ir resources which are mostly in equit ies are directed mostly 
in companies which are under the control of the same group. 
Besides, many investment companies have either given substantial 
loans mostly to subsidiaries or guarantee in respect of similar 
loans advanced by banks. They also act as secretary and treasurer 
in many cases. The p r o f i t a b i l i t y of the investment companies is 
very low and consequently the i r share prices are also poor. 
The performance of the investment trusts i s , however, 
marked by a steady expansion in the a c t i v i t i e s . The income from 
interest and dividends forms the bulk of the t o t a l income. They 
have gradually enlarged the ir scope of operation to supplement 
the i r income from the main business. Taxation provisions absorb 
a very high percentage of the p r o f i t s . The major constituents 
of the assets are investments, mostly in industrial secur i t i es , 
and loans and ad'p^ances. The holdings in subsidiaiy companies 
show a consistent r ise from year to year. The paid-up capi ta l 
and borrowings account f o r most of the l i a b i l i t i e s of these 
companies. I t i s against this background of the history, working 
and finances of investment companies that an attempt w i l l be 
made to undertake a detai led study of two investment companies 
in India in the next CMpter . 
OH P^TEE I I I 
WOEKING OF INVBS^ DMMT TRUSTS ANALJtSED i A CASE STUDX 
Introduction: 
Although investment companies have registered sustained 
growth since the Indian Central Banking Enquiry Committee 
reported in 1931, their working as pointed out in Chapter II 
leaves much to be desired. Hot only are their resources in-
adequate to obtain broad diversification, but a sizeable part 
of them is locked up mostly in the pet concerns of maJBging 
^ents or industrial groups, so that there is l i t t l e evidence 
of disinterested diversification. As tools of managing agents 
they are doing businesses which have no connection with the 
proper functions of such institutions. Also, on account of th 
the double taxation of their income, the nature of their busdaess 
and their investment policy, their profitability is low and 
performance poor. The case study in this chapter is made to 
substantiate some of the observations made in the preceding 
chapter, and also to have a microscopic view of the actual 
working of these companies. The companies selected are the 
Investment Coroporation of India Ltd. and the Industrial 
Investment Trust Ltd which represent two major setar of d i f fe r -
ing conditions of the investment companies in India. The 
Investment Corporation of India Ltd. is a large size company, 
having subsidiaries and is virtually owned by the Tata group 
of industries. The Industrial Investment Trust Ltd. on the 
other hand, is a medium size compai^, which does not have any 
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subsidiary. 2he following is partly based on the 
personal observations of the author and partly on their 
published reports. The analysis w i l l be made with reference 
to the objectives, capitalisation, size of investment, 
investment policy, management, management cost and earning 
capacity. 
Investment Corporation of India Ltd. 
The Investment Corporation of India I»td. was floated in 
1937 by the House of Tatas, at a time when the Indian capital 
market was shy, for the depression of the 1930« s was s t i l l in 
the minds of the jjavesting public. The need of the hour was the 
building up of the public confidence and perhaps, nobody could 
have a better claim to give a lead than the Tatas, with their 
knowledge of commerce and industry of well over half a century 
and the implicit public trust they enjoyed. Accordingly, the 
2 
Corporation was formed as a 'Rallying Jedint' with an authorized 
capital of Ss 3 crores. The f i r s t directors of the Corporation 
were: ( i ) Sir N. Saklatwala ( i i ) o .R.D.Tata a?id ( i i i ) A.D.Shroff, 
Almost immediately f ive additional directors were oo-op%ed. 
They were: ( l ) Sir Akbar %dari (2) Sir i-.Sethna (s ) S ir VJD. 
Krishnamachari (4) Sir C.«Jehangir and (sit Sir H.Jr-.Mody. The 
in i t ia l capital issued ws^ Rs 93.20 lakhs which was largely 
1. The choice of these two companies is not without reasons. 
To assess the effect of size one large and the other medium 
size company has been selected. For con5)aring the pattern 
of management one having Secretary and Treasurer and the 
other managed by a Board of Directors serves the purpose. 
Similarly^ the control of subsidiaries, the year of establish-
ment and association with groups faci l itate a comparative 
study. These two companies represent different conditions 
from a l l these point of views. 
2. For the sake of convenience I have used the word:'Corpora-
tion for the Investment Corporation of India Ltd. 
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Subscribed by the Tata Sons and different Indian States. 
J'rom a modest beginning in the Green Hotel where it 
occupied one room with six members of the staff under the 
guidance of A.D.Siiroff the Corporation has been making rapid 
strides in the investment business and simultaneously pursuing 
a policy of active participation in the economic development 
of the country, fhe Corporation, from its very inception, 
has not only been making a Qudicious investment in a diversi-
f ied l i s t of securities, but also taking a leading part in the 
promotion and financing of scores of new enterprizes. The 
promotion of the National Radio and Engineering Company of 
India I^d. in 1940 deserves special mention in this connection 
This company was converted into a public limited company in 
1947 with an authorized capital of te 80,00,000 of which 
issued and paid-up was Hs 30,00,000. later on in association 
with E.K. Cole ]jt;d. of England, i t changed its name to the 
National Ekco Radio and EngineeringCompany Ltd. In 1958 the 
company established a plastic division which is engaged in B 
manufacturing bakelite cabinets for radios manufactured by the 
conQ)any as well as for other manufacturers. The Corporation 
has been acting as Secretary and Treasurer of the Company 
since 1947. 
The Corporation in conjunction with the Tata Sons promoted 
in 1941 the Investa Industrial Corporation I^td., with an 
authorized capital of Bs 1 cores, for starting small-scale 
* 
and minor industries, retaining in some cases a controlling 
* For example, Vazir Enamel Works Ltd., i'alampur Vegetable 
iProducts Iitd« and Commercial i'rinting i:'ress Ltd. 
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interest in the companies thus promoted, iChe Investa 
Industrial Corporation Ltd* floated the Investa Machine Tools 
and Engineering Company I»td. in 1944 with an authorized 
capital of te 50,00,000. In 1942 the Corporation acqpiired a 
controlling inter<Jst in the Indian Standard Metal Company ltd. 
which was formed :in 1936 as a small non-ferrous, refining and 
smelting work and increased its authorized capital to Es 50,00,000 
of which paid-up is Ks 29,00,000. 
In keeping with its enlightened policy of sharing in the 
adventure of economic development, the Corporation has promoted 
several companies in recent years. In collaboration with 
CSAT of Italy the Corporation floated the Ceat Tyres of 
India I^d. in 1958, for the manufacture of tyres and tubes 
for cars, truclcSf tractors, motor cycles and other rubber 
art ic les . The authorized and paid-up capital of the conqpamy 
amounted to te 4 crores and Es 2.76 cror«8 respectively. 
The Corporation promoted the Efenley Cables India Iitd. in 
1959, as a joint venture in collaboration with W.T .Henley 
Telegraphic Works Company Ltd. of England, having an authorized 
capital of Rs 3 crores, lis 1,07,33,000 being paid, f o r the 
manufacture of rubber and plastic insulated electric cables. 
One of the most important floatations sponsored by the 
Corporation is tMt of the Associated Bearing Company Ltd., 
was formed in 1961 with the collaboration of the world 
famous Sy^edish firm SKF. The authorized issued and paid-up 
capitals of the company are fis 7 .5 crores and Es 4 crores 
respectively. The company is engaged in manufacturing certain 
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types of Tapered Roller Bearings and certain types of Single 
Row Deep Grooved Ball Bearings. It would also mamfacture 
certain types of JCendulum Weighing Arms required by Textile 
Mills. 
In collaboration with the General Electric Company of the 
United States of America the Corporation promoted the Elpro 
International Iftd. to manufacture electrical goods like 
Lighting, Aresters, X-ray, Equipments for medical and indus-
t r i a l application, Alimco Magnets for domestic and industrial 
applications etc. 
Recently a new type of specialized service started by the 
Corporation, as jja foreign countries, is the offering to 
undertake on behalf of the companies, promoted by i tse l f as 
also other compsaiies, a l l work in connection with the issue of 
capital and subsequently to act as their Registrars and 
Transfer Agents. The Corporation thus relieves companies of 
a l l legal and other formalities involved in the issue and 
share t r ^ s f e r , thereby enabling them to concentrate on 
manufacture. This service is beneficial to the companies as 
they need not maintain Share Departments. 
It would thus appear that the Corporation has not only 
been concerned with the mobilization of savings from investoM 
and investing them in securities, but also performing other 
functions, such as promoting industrial and other undertaking 
financing of enterprizes and owning subsidiary companies. 
On account of these features, the Corporation is more like a 
finance of holding company rather then an investment trust. 
I I I . 6 
iLlthough. these activities may well supplement the income of the 
Corporation, on principle they should not, he taken up by 
such an institution. Ihis is partly due to the close link of 
the Corporation with the House of Tat as, who, as subsequent 
discussion w i l l show, enjoy f u l l control over the Corporation. 
The Corporation hjis completed 25 years on 30th June 1962 and 
an account of the Corporation on that date is given in the 
following pages . 
Objectives t 
It was observed in Chapter I I that the stated objectives 
of many of these companies are not relevant to the investment 
trust concept. The objectives of the Corporation which include, 
1 
inter a l ia , the following,substantiate this observation. 
1. to carry on business of an investment company; 
2. to underwrite shares, stocks and debentures etc; 
3. to purchase and acquire from Messrs Tata Sons Ltd., shares 
securities and investment; 
4. to form, promote, subsidizse, organize and assist companies; 
5. to act as administrators, managers, secret^ ies , receivers, 
manging agents etc. 
6. to borrrow or raise money by the issue of debentures; 
7. to lend money with or without security; 
8. to act as triistees; 
9. to give guarantee; 
10. to hold in the name of others any property which the 
company is authorized to acquire; 
11. to take part in the management, supervision or control of 
any company. 
12. to transact and carry on agency business? 
1. Vide Memorandum of Association of the Corporation, 1961, 
pp 1-7. 
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13. to receive money on deposits; 
14. to carry on business as f inanciers ; 
15. to subscribe or guarantee money f o r any national, 
charitable benevolent, public, p o l i t i c a l , geaeral or 
useful objects or for any exhibition or to any inst i tut ion, 
club, society, or fund; and 
16. to do a l l such things a^  may be considered incidental or 
conducive to ttie attainment of the above object ives . 
Obviously, many of the objectives of the Corporation, i . e . 
t o form and promote subsidiary companies, to act as secretary 
and managing agents etc . to a,ive guarantee, to carry on agency 
business, to hold property in the name of callers, to accept 
deposits and so on, are not in consonance with the basic 
principles of investment trusts. 
Size* 
The discussion in Chapter I I has shown that the average 
s i z e of investment companies in India is very small. In contrast, 
talcing the s ize of the Corporation in terms of capita l and 
reserves and surpliis, as shown in Table I I I . l and Table 111.2, 
however, i t i s one of the biggest investment companies in India. 
From a perusal of Table I I I . l i t can be seen that the authorized 
capita l of the Corporation is Ps 3 crores of which P^  2,20,22,100 
is issued and paid-up. Out of 2,20,000 ordinary shares, 1,70,221 
are issued and fu l l y paid-up. A l l the 5,000 preference shares 
are issued and fu l l y paid-up. 
The Reserves ,and Surpla of the Corporation are fe 1,34,88,426 
As shown in Table I I I . 2 out of this amount capital Reserve is 
Hs 1,14,17,768. The share premium account amounts to Fa 6,25,000 
and the general reserve which is 6 per cent of the paid-^2p 
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TABLE I I I . l 
SMRB CAPITAL OF THE OQEfOBATION 
A: AUTHORIZED CAPITAL; ES 
( i ) 2,20,000 ordinary shares of Rs lOO eaoh 2,20,00,000 
( i i ) 5,000, 4i io Cumulative Jfreference shares 
of Es 1,000 each. 50,00,000 
( i i i ) Unclassified capital 30,00,000 
3,00,00,000 
BJ ISSUilD AHD Jr-AID-UJf CAPITAL: 
( i ) 1,70,221 ordinary shares of Ks lOO each 
fu l ly paid. 1,70,22,100 
( i i ) 5,000, Cumulative i^referenoe shares 
of Bs 1,000 e®h, fu l ly paid. 50,00,000 
2,20,22,100 
capital^of the order of R? 13,00,000. On account of the 
comparatively larger resources, the Corporation has been able, 
as shown later, to diversify its investment widely over a 
number of companies as also security and currency-wise. 
C^pj.t»lization: 
Unlike most of the investment companies, the Corporation 
has 'raaltiple' capital structure. Besides ordinary shares, and 
preference shares, it has also floated debentures and taken 
loans from banks and others. The data presented in Table I I I .3 
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TABLE I I I .2 
EBSER7ES MD SURi-lOS OP I HE OORJi'ORAlICaJ 
^^ ype of Reserves Amount 
. to 
1. Gapit%l Reserve 1,14,17,768 
2. Share i^ remium Account 6,25,000 
3. i'remium on Debentures 12,248 
4. Development Rebate Reserve 932 
5. General Reserve 13,00,000 
6. Jfrofit and Loss Account 1,32,478 
1,34,88,428 
on page I I I .10 reveal that out of the total capitalization of 
Ss 3,58,00,000 ordinary shares and preference shares account f o r 
Bs 2,20,22,000. T i u e amount of debentxires outstanding i s 
# 
Rs 80,00,000, The Oorporation has taken loan from banks of the 
order of Es 40,92,000. Short-term deposits amount to Ks 1 6 , 8 6 , 0 0 0 
The percentage break-up is as follows s 
Ordinary shares 48?^  
i:'reference shares 14^ 
Debentures 229& 
Bank Over draft 11^ 
Short—term Depesits 5^ 
Total 100?S 
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TABLE I I I .3 
CAPITAL STRirOTUEE Oi" THE OGRPOHATION 
b 
( i ) Ordinary Shares 1,70,22,100 
( i i ) Preference shares 50,00,000 
(iii)Secured loans J 
(a) Debentures 80,00,000 
(b) Bank Overdraft 40,92,020 
1,20,92,020 
( iv ) Short erm Deposits 16,86,000 
Total 3,58,00,120 
Out of the total debentures of & 80,00,000, Es 50,00,000 
or about 62.5 per cent are First Debentures and the balance of 
about 37.5 per cent are Second Debentures. The Bank overdrafts 
to the extent of Rs 13,89,302 is secured by pledge of the 
Corporation's Second Mortgage Debentures of the face value of 
20,00,000 and the balance of te 27,02,718 is secured by pledge 
of stocks and shares. The presence of debentures in the capital 
structure of the Corporation is a special feature because 
debentures, as a source of raising capital, are not popular 
with investment trusts in India. In addition, high proportion 
of ' f ixed dividend' capital to the equity capital may prove a 
burden to the Coj^joration in periods of depression. ^Further, 
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the practice of depending on loans to such a substantial extent 
is not in consonance with the basic principles of such institu-
tions because investment companies are meant primarily fo r mobi-
lizing the savings of investors to invest them in securities. 
Investments; 
In view of the large resources of the Corporation the size 
of investment is f a i r l y of a big magnitude. The total invest-
ments amount to fis 5,17,73,402, which represents an increase of 
83 5,19,675 or about 6.8 per cent over the previous year. Of 
this amoimt, fe 2,97,88,338 is in quoted investments, and the 
balance is invested in unquoted securities and subsidiary 
* 
company, ^^ he market value of the quoted investment, which i s 
Ss 3,38,06,531 shows an appreciation of about 13.4 per cent over 
the book value. A percentage-wise break-up of different types 
of investments is as follows: 
. Quoted investments 57.59^ 
Unquoted investments 40.0^ 
Subsidiary Company 2.50^ 
Total 100.009& 
The quoted iaavestments include fu l ly and partly-paid 
ordinary shares, te 2,56,56,174 and lis 18,22,978 respectively; 
preference shares fu l ly and partly paid fis 22,86,740 and 
Rs 1 8 , 7 5 0 respectively; and deferred shares Ss 396. 
* CJuoted investments refer to securities l i sted on 
Stock Exchanges. 
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Among linqjioted investments, ordinary shares account for 
te 1,92,171270, of which Rs 1,85,35,318 is ful ly-paid and the 
balance is partly paid. Total investment in unquoted preference 
shares is te 10,08,593. he share of other unvoted investments 
is : Deferred shares Rs 45,872; Debentures 8s 28,897j foreign 
(government securities fe 11,162 and private companies fis 2,54,500 
divided into Rs 2,09,500 ordinary shares fu l ly paid and Rupees 
4JS^ ,000 partly paid. 
®he holdings in the Indian Standard Metal Company I<td., 
which is a subsidiary of the Corporation, are of the order of 
Rs 14,18,770 of which fis 12,72,000 is in ordinary shares and the 
balance in Cumulative -fc'reference shares. The fact that a 
l i t t l e less than 50 per cent of the total Investments of the 
Corporation is in unquoted securities and subsidiary compary 
establishes its l:lnk with the particular industrial house, nai® ly 
Tatas, who have lavested the funds in the conceftas in which 
they are interested. Besides, it also does not provide li<3uidity 
and ready marketability to the investors. 
Investment Policy: 
The Corporation has been following a policy of diversified 
investment. The total investments of the Corporation are in 
about 438 con5)anies of 16 groups of industries, comprising 29 
industries. The pattern of investment of the Corporation In 
different types of industries is presented in Table I I I .4 
Prom the summary of investments in the table it is clear that 
the largest amouiat (about 63 per cent) is invested in the 
commercial and Industrial trroup, comprising of the following 
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TABLE I I I .4 
INTBSTMENT Ji'ATTEM OF THE COEfOHATION lUHIS TRY-WISE 
S.No• Type of Industry No .of Cos. i'ercentage 
1. Grorenajnent 
2. Eailways 
3. Banks 
4. Oommeroial and Industrial: 
5. Electric Supply, J:'ower 
and Tramways 
6. Electrical Groods and 
Equipment 
7. Insurance 
8. Investment Trusts 
9. Iron and Steel 
1 
1 
11 
( i ) Aviation 5 0.11 
( i i ) Cement lO 2.46 
( i i i ) Chemicals and 
Vegetable Oils 25 7.50 
( iv ) Engineering 41 15.65 
(v) dute 28 3.12 
(vi ) Motor Gars and 
Accessories 10 3.23 
(v i i ) i'aper 9 1.90 
( v i i i ) Sugar 22 2.92 
( ix ) Textiles 43 8.61 
ix) Tobacco 6 0.96 
(x i ) Miscellaneous 62 261 16.85 
10 
10 
6 
11 
12 
0.02 
0.04 
2.08 
63.31 
1.03 
3.22 
2.73 
9 .24 
5.SS3 
Contd.... 
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S.lio. Type of Industry Number of Companies Jfercentage 
10. Coal 4 1.86 
11. Land and i'roperty 1 0.04 
12. Mines: 
( i ) Copper 3 0.55 
( i i ) (Jold 7 0.40 
( i i i ) Nickle, Si lver, 
Tin and Mica etc. 10 20 1.24 2.19 
13. Oil 7 0.84 
14. Eubber 7 0.27 
15. Steamship 7 1.90 
16. Tea: 
( i ) Ceylon 30 2.17 
( i i ) Indian 39 69 3.73 5.90 
Total 438 100.00 
J^dustriesJ Aviation, 5 companies (0.11^); Cement, 10 companies 
(2.46^); Chemical and Vegetable Oils. 25 companies (7.50?$) 
Engineering, 41 companies (15.655^); Jute, 28 Gompj|nies (t3»12^) 
Motor Car and Accessories, lO companies (3.239^); -t^ aper 9 
companies Sugar 22 companies (2.92^); Textiles 4^ 
companies (8.61^); Tobacco, 6 companies (0.96?^) j and Miscella-
neous group, 62 companies ( l6.85^). 
The next important group of industries from the point of 
investment is of Investment Trusts in which the total holdings 
Soiirce: Compiled from Annual Accounts 
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in 11 companies are about 9.24 per cent of the total invest-
ments. This carries diversification one step further as the 
funds of these trusts are Ipread over a number of securities 
of different companies in different industries. Iron and 
Steel industry with 12 companies accounts for 5.33 per cent 
of the total investments. The share of investment in the 
69 Tea companies is 5.90 per cent. Other important industries 
in which the Corporation has invested are: Banks (2.08^); 
Electrical goods and Equipment (3.22^) j Insurance (2.73S^); 
Coal and Steamship Companies ( l . 9^ ) . The Corporation 
has diversified investments security-wize also. The major part 
of the Corporations holdings is in equity shares which account 
for more than 95 per cent of the total investments. The per-
centage share invested in preference shares, debentures and 
government securities is about 7 per cent, 0.06 per cent and 
0.02 per cent respectively. Clearly, variable dividend seoura 
ties are more popular with the Corporation than ' f ixed dividend' 
securities which is in keeping with the basic policy of an 
investment trust which is primarily meant for encouraging equity 
financing. 
It is interesting to note that the Corporation haP also 
diversified investment according to • currencies, i . e . geogra-
phical diversification. From a perusal of Table I I I . 6 on the 
following page, it is clear that ^ ^ t rupee securities account 
for as much as 91 per cent of the total investments of the 
Corporation as compared to 9 per cent of Sterling securities. 
DcEar and Australian securities are less popular and account 
for only 0.26 per cent and 0.02 per cent respectively. 
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As already mentioned, the Corporation belongs to the Tata 
group of industries» The investment of the Corporation within 
the same group amounts to over 30 per cent of the t o t a l . 
In addition t o investment in secur i t ies the Corporation 
has aBong i t s assets, ' loans sffid advances.' The amount of such 
assets is ahout Hs 55 l a t o , which comes to ahout 9.6 per cent 
of the t o t a l assets and about 10.5 per cent of the t o t a l invest-
ments of the Corporation. Another feature of the investmatit 
pol icy of the Corporation has "been giving of guarantee to banks 
f o r lending money to industr ia l concerns. I t has given guarantee 
f o r a sum of Rs 81,50,000 of which % 36,45,000 is outstanding. 
The amount of guarantee in respect of advances by banics to the 
National Eicco Radio and Engineering Company Ltd. , of 7/hich the 
Corporation is Secretary and Treasurer, i s Rs 22,50,000. The 
Corporation has also given guarantee f o r i t s subsidiaiy company, 
the Indian Standard Metal Company L td . , to the extent of Rs 17,88,214, 
The presence of ' loans and advances' in the assets of the Corpora-
t ion represents the general trend, which is obviously due to the 
association of mansiging agents or industr ial groups. I t must he 
stressed, however, that giving of guarantee is a unique feature 
of investment comp^anies in India, and is not consistent with the 
concept of investment t rus ts . 
Management: 
The constitution of the Board of Directors r e f l e c t s 
c lose association with the Tata group of industr ies. 
Almost a l l the Directors are also associated with the 
Economic Times:; "E .^.Survey on Investment Companies." Bombay, 
July 1, 1963. 
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management of other enterprizes belonging to tlie Tatas. 
* 
According to clause 126 of the Articles of Association of the 
Corporation, Messrs Tata Sons (i") I<td., have the right to 
nominate two Directors to be known as Special Directors, one of t 
whom shall be the Ohairman of the Board of Directors. 
The Directors are entitled to a commission at 3 per cent 
of the profits of the Corporation or fe 25,000 whichever is 
lower, and a Sitting ^ee of fe 8,200 per annum. The total 
managerial remuneration is fis 33,200, which is about 1.5 per 
cent of the profits of the Corporation. Taking management cost 
inclusive of salai'y and other allowances to employees of the 
Corporation, the percentage of management cost to income and 
capital are about 12.5 per cent and 2.12 per cent respectively. 
The Board of Director consists of the following: 
1 . 0.S.D.Tata (Chairman) 
2. Sir C.dehangir (died 18.10.1962) 
3. o.D.Choksi 
4. S i f C . B . Mehta 
5. N.H.Tata 
6. C.H. Bhabha 
7. A.D. Shroff (Managing Director) 
Articles of Association, 1961, p 4t>. 
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TABLE I I I .8 
BAMIS^ OF THE CORi-ORATIOK 
Source Amount •fercentage 
1. Dividends 29,44,601 79.30 
2. Agency Commission and 
allowances 4,46,396 11.40 
3. Underwriting Commission 1,45,922 4.00 
4. Other Interests 1,25,127 3.00 
5. Service charges 1,05,418 2.30 
6. Transfer Fee 4,066 -
Total 37,71,530 100 
Ea^^in^ Capacity: 
The earnings of the Corporation amount to Bs 37,71,530, 
comprising mainly of dividends. The different sources of 
incomes are shown in Table II1.8 above. Dividends, 2 per cent 
of which is derived from the Indian Standard Metal Company I^d 
which is a subsidiary of the Corporation, and the balance of 
98 per cent is from other companies, accounts fo r about 79^ 
of the total earnings of the Corporation. The income from 
Agency commission, underwriting commission and service charges 
is 11 per cent, 4 per cent and 2.3 per cent respectively. Thus, 
about one-f i fth of the total earnings of the Corporation are 
derived from sources which do not f i t in the investment trust 
principle. 
Source: Compiled the Table from Annual Accounts. 
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The net profits of the Corporation after mafcLng a provision 
for taxation to the eztent of Es 1.75 lakhs, are Es 22 lakhs. 
The amount of taxation including capital gains tax is about 
17 per cent of the net profits after aaaking a provision for 
such taxation. 
After transferring Bs 5 lakhs to the General Reserve, 
the Corporation declared Es 19.38 lakhs as dividend to ordinary 
and preference shareholders . -freference shareholders are 
entitled to 4t per cent fixed cumulative preference dividend, 
but in accordance with the i^reference Shares (Regulations of 
Dividends) Act, 1960, the amount was increased by 11 per cent 
and the shareholders got 4.995 per cent or fis 49.95 per share. 
Besides, the preference shareholders are also entitled, in 
1 
accordance with the Memorandum of Association, to 25 per cent 
of the surplus profits, which in respect of each y%ar is 
determined after paying 5 per cent dividends free of income-
tax to the ordinary shareholders. The preference dividend 
on this count works out at & 1,33,750. 
The amount of ordinary dividend is fe 18.17 lakhs, which 
is 9i per cent of the ordinary shares and is considerably 
higher than the average profitabil ity of investment companies 
in general. This includes 1 per cent Silver Jubilee Bonus 
which the Corporation celebrated in 1962. The divid4n(to paid 
to shareholders are set out in Table I I I .9 on the next page* 
1. Op .Pit . , p 8. 
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lAELE I I I .9 
DIVIJEND TO SHAEBHOLEBES OP THE CORi'ORATION 
A. Preference Dividend: 
( i ) Hs 49,95 per share less 
income-tax at 25 per cent 1,87,313 
( i i ) Rs 26.75 per share 1,33,750 
3,21,063 
B. Ordinary Dividend: 
Hs 9.50 per shsire 16,17,09® 
Total fe 19,38,162 
Industrial Investment Trust Dtd. 
I now proceed to analyse the Industrial Investment Trv^t 
1 
Ltd., which is the pioneer institution in India. The Trust 
was formed in 1933 by the prominent firm of stock brokers 
2 
Messrs Premchand Roychand and Sons^Bombay. The Trust was 
registered as a limited company under the Indian Companies 
1. For the sake of brevity I have used the word 'Trust' fo r 
Industrial Investment Trust Ltd., 
2. The f i r s t Directors of the Trust were: 
1. Sir Kikabhai fremchand 
2. Sir i'.D.i'attani 
3. Sir Akbai.' Hydari 
4. Sir C.Wadia 
5. Sir Joseph Kay 
6. Sir Stanley Seed 
7 . J .0, Harvey 
8. F.E. Dins haw and 
9. Sir Liaqat Hay at Khan. 
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Act, 1913, on August lO, 1933 and issued its f i r s t prospectus, 
offering 75,000 ordinary shares of Hs lOO each for public subs-
cription. Since then it has been making steady progress in 
the investment business. Recently (1962) it has undertaken a 
new line of business, namely, that of Registrar and Transfer 
Agents and started 'Issue House' service. In 1962, the 5iust 
undertook the work of Registrar and Transfer Agents of the 
Modella Woolens I^d. and also 'Issue House' service to them as 
well as to Sandvick Asia I^d. and Arlabs Ltd. in connection 
with their respective public issues. These activities mark 
a departure from conventional functions of such institutions 
and as such they should not be taken up by them. 
Impressed by the development of investment trusts in 
England the promoters of the Trust formed i t to bring the 
advantages of investment companies to 'the Indian investor, 
especially the small investor and the investor in the mofussil, 
who is necessarily remote from contact with the market condi-
1 
tions.' The objectives of the Trust include, among others, 
2 
the following: 
1. to carr^r on business as an Investment Company; 
2. to acquire shares, stocks and debentures; 
3. to form companies or act as Directors; 
4. to underwrite shares and securities; 
5. to employ experts; 
6. to constitute trusts; 
i?rospectus. Industrial Investment Trust Ltd., August 10,1953 
2. Memorandum of Association of the Trust, 1961, pp 1-7, 
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7. to give guarantee; 
8. to transact agency business; 
9. to carry on business as financiers; 
1 0 , to act as trustees; 
11. to acqiiire land, property, rights and privileges 
and construct buildings; and 
12. to land money. 
Obviously, like the Investment Corporation of India Ltd., 
mgpiy of the objectives of the Trust are also irrelevant to the 
investment business proper. They reflect the general tendency 
on the part of the promoters to include a l l such functions as 
are supposed to further their enda. 
Unlike the Investment Corporation of India Ltd., the 
capital structure of the Trust is simple. The Trust has issued 
only eq^uity capital. It has no preference shares outstanding 
nor has it taken loans from banks or floated debentures. The 
authorized capita], of the Trust is Hs 2.5 ctores, divided into 
2,50,000 ordinary shares of Hs lOO each. The paid-up- capital 
is Rs 99,99,250, consisting of 1,00,000 ordinary shares of Rs lOO 
each fu l ly paid less calls unpaid Hs 750. The Trust has completed 
thirty years of working on Bepember 31, 1962 and the position 
on that date is analysed in the following pages. 
The total reserves and surplus of the Trust are Ra 19 lakhs 
The Trust has no General Heserve. The capital Reserves amount 
to lis 16.19 lakhs. Investment Eeserves and Dividend Equalization 
Reserve account for & 2,40,000 and Hs 40,000 respectively. 
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The total investiaents of the Trust valued at or under 
cost are Hs 1.24 crores. The value of the Trust's Investments 
at market quotations or in the case of unquoted investments 
at the book value is higher than the total book value by approx4 
mately 23 per cent. Of the total investments, fe 1.03 croies 
or 83 per cent is in quoted securities and the balance Bs 21.2 
lakl^ or 17 per cent is in unquoted securities. 
Among quoted investments ordinary shares atccount fo r 
Rs 86,63,196. Quoted preference shares included in the Trust's 
holdings amount to Rs 15,58,956. Es 11,450 and Rs 51,000 are 
invested in Foreign u-ovemment or Trust secxirities and Debentures 
respectively. The most important unquoted investment is ordinary 
shares followed by Foreign Government or Trust securities and 
Debentures. 
The pattern of investment of the funds of the Trust reflect 
a broad diversification over a wide-range of securities. The 
data presented in Table I I I . 12 on the next page show that the 
Trust haar holdings in the portfolio of 216 companies in 18 
different industries. The largest share of investment is in 
Miscellaneous group, which with 57 companies accounts for about 
34 per cent of the total investments. The next "important group 
of industries is Cotton and Silk, in which in 30 companies 13 
per cent of the total funds is invested. Other industries in 
which the Trust lias holdings are: Sugar (9.37^); Jute (7.27^); 
Iron and Steel (6.52?^); Banks (4.94?^); Cement (4.62?S); Tea (3^) 
Electric and Tramways (39^); Chemicals (3^); i-aper (2.62?^); 
Government (2.37;^); Miniaag (2.129S); Insurance (1.57^); and Salt 
(1.47?^. 
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TAEE.B III .12 
INVESTMT EATTBEU OP THE TRUST SECURITY-WISE 
S.Ho. Type of Industry Number of Companies •Percentage 
holdings 
1. Baiaks 9 4.94 
2. Cement 3 4.62 
3. Chemicals 5 2.96 
4. Coal 3 1.34 
5. Cotton and Sillc 30 13.19 
6. Electric and Trams 10 3.01 
7. Insurance 5 1.57 
8 . Iron and Steel 7 6.52 
9 Jute 29 7.72 
10. Mining 5 2.12 
11. Miscellaneous 57 31.60 
12. J^aper 5 2.62 
13. Rubber 12 0.51 
14. Salt 1 1.47 
15. Shipping 5 1.03 
16. Sugar 16 9.37 
17. Tea 12 3.04 
18. G-ovemment 2 2.37 
Source: Annual Acc ount s. 
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Like the Investment Corporation of India I/td., the Trust 
has diversified investments seourity-wise, also. "Variable-
dividend' securities sujcount for a large proportion of the 
investible funds of the Trust. Investments in ordinary shares 
constitute about 82 per cent of the total holdings of the Trusty 
which is less than the Investment Corporation of India Ltd. 
The Trust has a balanced portfolio. Investment in preference 
shares is 13 per cent and the share of Govemment securities 
and Debentures is 4.5 per cent. 
Besides, the Trust has diversified investments currency-
wise also. As much as 95 per cent investment of the Trust is 
in rupee securities. Only 5 per cent is in Sterling securities. 
As such, the Trust has not diversified investment portfolio 
geographically to any substantial extent. Another feature of 
the investment policy of the Trust has been giving of loans 
and advances. The amount of such current assets and loans and 
advances is Es 12,22 , 200 which works out to be about 9 per cent 
of the total assets and about lO per cent of the total invest-
ment of the Trust. 
Messrs -fremhhand Roychand and Sons are, as already mentioned 
1 
Secretary and Treasurer of the Trust. However, the management 
1. The Board of Directors consists of the following: 
1. Maneklal i'remchand Ohairman ^ 
2. Kishore M. l^ 'remchand 
3. d.H.Mehta 
4. A.N.Iiafatlal 
5. K.3 .rhatarphakar 
6. A.D.R.Geddis 
7. O.H.Oambell and 
8. S.K.Hundoo 
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of the Trust is virtually in the hands of Kishore M.i'remchand 
who is an active partner of the firm, Messrs Pre mo hand Roychand 
and Sons, ^he management cost of the Trust is Bs 1,40,943. 
As a percentage to the total capital and net profits of the 
« 
Trust, it is 1.4 per cent and 20 per cent respectively. This 
coupled with the high rate of taxation has reduced the profi-t-
abil ity of the Trust. 
The earnings of the Trust are shown in Table I I I .13 . From 
a perusal of the Table i t is evident th-fefcas much as 98 per cent 
TABLE III.13 
EARNIHGS OF THE TRUST 
Source Amount 
te 
•fercentage 
1. Dividend, Interest on 
debentures and securities 10,92,706 98.50 
2. Interest from BanJcs 38 
3. Service charges 15,995 1.50 
4. Share Tapansfer and Split Fee 393 -
5. Miscellaneous Receipts 52 -
Total 11,09,184 100 
Source: Annual Accounts. 
of the income of the Trust is derives from dividend and 
interest on debentures and securities. The earnings from 
service charges account for 1.5 per cent of the total incomeof 
the Trust. The income from other sources is negligible. Thus, 
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altlioughi the oboeotives of the Trust include many other functions, 
it has confined only to investing in securities and lending 
money. 
Net profits of the Trust amount to Rs 4,42,895 after maldng 
I 
a provision for taxation to the extent of Hs 3,34,000 of which 
Ks 44,000 relates to the previous year. The deductions f o r 
taxation are about 40 per cent of the net profits before making 
provision for such taxation. The Trust has declared Hs 6,50,000 
as dividend to the shareholders, the rate of & 6.50 per share 
subject to deduction of tax under section 194 of the Indian 
Income-tax Act, which is considerably lower than the rate of 
dividend declared by the Investment Corporation of India Ltd., 
but in close proximity with the average profitabi l ity of invest 
ment companies in India. 
Oonclusionsi 
This completes our case study of the Investment Corporation 
of India I<td. and the Industrial Investment Trust Ltd., which 
represent two different sets of conditions of investment companlss 
in India. Despite their distinct features, they adjso reveal 
some basic similarities. Their stated objectives include many 
which are not relevant to the investment business proper, such 
as guaranteeing of loans and advances, advancing money against 
mortgages of property and land, working as secre'feajy and treasurer 
and managing agents, promoting, financing and controlling 
companies and so on. Althoiagh they are following independent 
and sound investment policies of spreading investments on a 
diversified basis, as compared with other investment companies. 
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there i s substantial f low of the i r holdings in those companies 
in which industrial group is interested. Another feature of 
the investment policy of these companies has been advancing 
loans and giving guarantee to banks and others f o r advances to 
subsidiary and other companies. A large part of the investment 
i s in unquoted secur i t i es . The pattern of management also r e f l e c t s 
group association and closed-nature of these companies. A large 
part of the income is accounted fo r by sources other than invest-
ment. 2he cost of management and income-tax provisions absorb 
about 50 per cent of the t o t a l p ro f i t s which lowers the p r o f i t -
a b i l i t y of these companies. Thus, the conclusion of th is Chapter 
substantiate some of the observations made in Chapter I I , v i z . 
group association, low p r o f i t a b i l i t y , high taxation and so on. 
This applies to a l l t i e investment trusts in India because there 
are only 'closed-end management investment companies' and other 
types of investment t.rusts such as unit type 'minor type' and 
'open-end management investment trusts' are conspicuous by the i r 
absence. On account of these features investment companies in India 
have not succeeded in inobili?^ing savings to any substantial extent 
and the ir role in the Indian capita l market is ins i gn i f i can t . I t i s , 
tnere fore , necessary to re-orientate their pat tern, i f they are to 
play an e f f e c t i v e ro l e in mobilizing savings and channelling such 
savings to investment, part icularly corporate investment, as 
they are doing in countries liire the U.K.,the U.S.A. and Japan. 
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Investment trusts in foreign countries, which have undergone 
changes to suit the requirements of investors provide a useful 
background for re-orientating the pattern of investment trusts 
in India. They have, therefore, "been discussed in detail in 
the next Chapter. 
CHA.PTER IV 
GROWTH OF INVESTMENT TRUSTS IN UNITED KINGIX)M, UNITED STATES OP 
AMERICA AND JAPAN 
Introduction: 
Among f inanc ia l intermedia/ries in the industr ia l ly advanced 
countries investment trusts are playing a s ign i f i cant r o l e . A 
study of their ro le in these countries i s of spec ia l s igni f icance 
in India part icular ly f o r two reasons. In the f i r s t place, the 
experience gained from the analysis of the development of these 
inst i tut ions would form the basis o f correct ive measures f o r 
improving their working so that they may become an e f f e c t i v e 
vehic le f o r the investment of funds as wel l as an important source 
of funds f o r economic development. In the second place, apart 
from 'closed-end management investment trusts' which dominate 
the Indian scene various other types of investment trusts have 
developed in these countries to cater to the needs of d i f f e r en t 
types of investors. In the l i ght of these developments of these 
inst i tut ions in these countries, the poss ib i l i t i e s of promoting 
s imilar inst i tut ions in the context of planned economic develop-
ment in India would be explored. 
I t i s in this perspective that I have undertaken a case 
study of investment trusts in three countries, namely, the United 
Kingdom, the United States of America and Japan. The choice of 
these countries i s , however, not without reasons. Investment 
Trusts, as understood now, are essent ial ly of Br i t i sh o r i g in . 
Being pioneer of these inst i tut ions and also on account of the 
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fact that most of the institutions in India are modelled on the 
British pattern, aaa analysis of the working of British invest-
ment trusts see HE desirable. Again, since new types of invest-
ment trusts have come into existence in the U.S.A., a study of 
the American Investment Trusts would also be helpful in evolving 
a pattern suited to Indian condition. Nor can we ignore the 
Japanese experience where investment trusts have played a signi-
ficant role in rehabilitating the war-shattered econongr and more 
ae because the conditions in both these countries are almost 
identical. The Chapter is divided into three parts. Part I 
deals with the experience of British investment trusts, whereas 
the American experience is discussed in Part I I . Finally in 
Part I I I I have discussed the Japanese investment trusts. 
I : IMVESTMBNTS TRUSTS IN THE UNITED KINGDOM 
1 
Although certaiJi institutions analogous to investment 
trusts were formed in the continent of Europe, investment trusts 
as understood now, are essentially of British origin.Investment 
trust movement began in Great Britain in the I860's due to 
favourable conditions that did not exist in ax^ other country 
t i l l then, i'or the development of investment trusts in any 
country it is necessjary that people should have savings to 
The f i r s t institution which resembled an investment trust 
wa3 the 'Societe Generale de Pays - Bas pour favoriser 
lindustrie nationale,' established by the Eoyal Pamily of 
Holland in 1822, which later on changed its name to 
'Societe Generale de Belgigue* in 1904. Credit Mobilier 
of Paris also performed functions amalogous to those of 
investment companies. 
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invest. In addition to the great wealth derived from control 
of an extensive colonial empire, the Industrial Revolution 
brought prosperity based on trade and industry. 33he surplus 
f\mds thus available were f i rs t used for meeting the home demand 
for capital, but investors soon had to look elsewhere for better 
employment of their funds. Although higher rates of return 
could be obtained abroad, the risk was correspondingly greater. 
British investors realised the importance of skilled managemant 
and diversification of funds, and they found the answer in the 
investment trusts. 
Although International J'inancial Society of London ajad the 
London i'inancial Association, claimed to be the earliest invest-
1 
ment companies, were organized in 1863, the pioneer invest-
ment trust, as understood now, was the Foreign and Colonial 2 
Government Trust, foimded in 1868. During the two decades f 
following 1863, investment companies became an accepted invest-
ment medium in Grtfeat Britain. In 1880 the rate of interest on 
British consols (government Ifiunded securities) was reduced, 
and a further reduction was made in 1889. In their search for 
a better return, owners of British capital looked to other 
countries where higher interest rates were available. Invest-
ment trusts, there fore , gained wide popularity. This is evident 
•Prom the fact that whereas^886 only 12 investment coD^anies 
were members of the London Stock Exchange, two years later their 3 
number rose to 36. 
iZ O.R.Doane and ^.J .Hills; T^yestment Trusts and Funds. Great 
Ba'^^ington, Massachusetts, 1961, p 25. 
2. Sational Association of Investment Companies, Investment 
Companies Facts Book. New lork, 1963, p i . 
3. C.R.Doane and IS.d .Hil ls, Ibid, p 25. 
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During the decade of the 1880's, "business conditions were 
good and security prices in general were increasing. The funds 
available with the investment trusts accentuated the upward trdnd 
of security prices, with the result that obtaining of cheap 
and good securities became d i f f i cu l t . The presure of funds for 
investments was such that many second-grade issues and unlisted 
securities were purchased by investment trusts. The result 
was that investment company portfolios became unbalanced. 
The year 1890 marked the beginning of the serious d i f f i cu l -
ties for British investment companies. The 
ting conditions in Argentina, the Baring crisis and the panic 
of 1893 in the United States jointly caused the fai lure of 
many companies. Even the stronger and better managed funds 
suffered heavy losses. The depression of the early I890's 
revealed many wealmesses and abuses of investment companies. 
Most of them had portfolios that included unmarketable securities 
purchased at excessively high prices. The dif f icult ies en-
countered by the investment companies as a result of the unwise 
practices during the pro^sperity of the 1880's were followed 
by drastic changes in policy .careful diversification replaced 
heavy concentration in particular class of issues. Capital 
gains were placed in reserve accounts, in contrast with the 
earlier practice of treating them as income to be distributed 
even when not realized. Anditors became more exacting in their 
requirements and clearer reports were sent to investors. 
Pinally, promotionsil activities, financing new companies and 
similar operations were regarded as activities not to be under-
taken by investment companies. 
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During the two decades following 1895, however, conditions 
?rere favourfele and investment companies again became popular 
medium of investment. The f i r s t world War was a severe shock 
to the British investment companies. As part of finance mobi-
lization a major part of the trust investments in the United 
States had to be liquidated cff surrendered to government and 
invested in relatively low yielding domestic government bonds. 
Besides, the trusts had also to take up losses in their European 
investments. At the end of the war, therefore, the investment 
trusts found themselves in a position, where, f i r s t l y , in place 
of high yielding U.S. securities they held reltively low 
yielding domestic government securities, and, secondly, as 
mentioned earl ier , there was a set-back in their Suroj^aja 
investments. As part of the efforts towards rehabilitation, 
they disposed of their remaining investment in the U.S. at consi-
derable prof its . With the recovery in the following years, there 
was a gradual liquidation of investment in domestic government 
bonds and the funds thus released were employed in Investment 
elsewhere. She years 1924-31 were notable for the prosperity 
and exp«insion of the investment trust movement. As many as 80 
trusts were formed during this period, involving new issues 
amounting to £ 85 million. By 1931, it is estimated that there 
were about 190 investment trusts with total paid-up capital of 
1 
about £ 250 million. 
1. Quoted in The Reserve Bank of India Bulletia. Op.Oit., p 1448. 
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The depression was a severe testing period for tlie British 
investment companies. The two principal factors responsible 
for the depression di f f icult ies were the substantial depreciation 
of foreign investment and high 'leverage' or'gearing' . But i t 
redounds to their credit that they were, by and large,' able to 
weather the cr i s i s . The availability of sizeable reserves built 
up ^ through a conservative policy of investment and dividend 
distribution seemed to have stood in good stead. A notable 
development during this period was the emergence of unit trusts. 
The success of unit trusts in the United States after the 
1 
specualtive excesss of 19 29 paved the way for their growth in the 
United Kingdom. The data presented in Table IV, i show the 
position of unit trusts upto the comntencement of the Second World 
TABLE IV. 1 
2 
HUMBBR OF UKIT TRUSTS IN THE UHITED KINGDOM 
Year Number of Trusts 
1931 1 
1932 3 
1933 8 
1934 33 
1935 54 
1936 71 
1937 77 
1938 96 
1939 98 
1. For detailed s,ccount please see Section I I on the following 
pages. 
2. C.O.Merriman, Op.Pit., p 7. 
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War. Thiis, the progress of the unit trusts was marked in the 
late 1930's. As against 3 trusts in 1932 and 8 in 1933, there 
were as many as 98 tiTusts in 1939. The total fund invested in 
the unit trusts was i, 80 million. 
The unit trust movement during its growth was the subject 
of investigation by two committees! One by the London Stock 
Exchange in December, 1935 and the second by the Board of Trade 
in August 1936, under the chairmanship of Sir Alan Anderson. 
Both these committees agreed that the unit trusts provided a 
definite investment need, but pointed to the dangers of un-
controlled development. To quote the Anderson Oommitte: "The 
unit trusts seem to us, i f properly conducted, to offer to the 
small investor fac i l i t ies , which he did not previously enjoy 
for acquiring a psirticular type of investment. We have accord-
ingly come to the conclusion that the unit trust movement is 
one T/ i^ch should be controlled but not prohibited." The result 
of the findings of these two committees was the enactment of 
the -frevention of Fraud (Investments) Acta, 193^, which gave the 
Board of Trade wide powers of regulation over unit trusts. 
The popularity of unit trusts was short-lived and with 
the outbreak of the War in 1939 the investment trusts in England 
had to face another testing period. But they stood up to this 
2 
test with as much sucess as they did in the First World War. 
1. Fixed Trusts - Report of the Departmental Committee appointed 
by the Board of Trade, 1936, p 85. 
* This was an Act of general application Detailed regulations 
made under the Act by the Board of Trade were published and 
made effective, however, after the end of the war. The law 
was re-enacted in 1958. 
2. G^.trlasgow, The English Investment Trust 0ompanies.London. 
1948, p 4. 
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I'he growth of the movement in the post-war years upto 1953 
1 
was, however, rather slow primarily "because of the complete ban 
imposed on new issues of over £ 50,000 by investment trusts. 
After 1953, reflecting partly the relaxation of the restriction 
on capital issues, the investment trust movement has recorded 
sbstantial expansion. The unit trusts received particular 
attention after the recommendation of the Committee on the 
Working of the Monetary system (aadcliff Committee), 1959, which 
favoured the establishment of unit trusts for the encouragement -
2 
of savings. 
The above synoptic view of the investment trust movement 
in the United Kingdom shows tht the movement in spite of s^ea-
sional set-backs has become an integral part of the institutional 
framework in the capital market. There are two types of invest-
ment trusts in England^ ( i ) Unit and (ii)-management trusts. 
Both have registered sustained growth though in recent years 
the unit trusts seem to have outpaced the management trusts. 
According to the Committee on the Working of the Monetary system, 
in 1957, there were about 300 investment trusts and the combined 
assets of 256 out of 282 members of the Association of Invest-
ment Triists amounted to a market value of & 1,142 million as 3 
against 619 million in 1949. The popularity of the unit trusts 
is borne out by the figures recently published by the Association 
4 
of Unit Trust filanagers. According to the figures published by 
1. C.O.Merriman, Op.Uit.. p 8. 
2. Report of the Committee on the Working of the Monetary 
System, London, 1959, p 96. 
3. Op.Git., p 91. 
4. Vide Financial Times, October 16, 1963. 
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the Association, the investors in September, 1963, purchased 
£ 8.7 million worth of imits in authorized unit tursts, compared 
to purchased worth £ 6.9 million in August and £ 4.2 million in 
September, 1962. After repurchases by managers of the trusts 
valued at about £ 1.5 million, the net investment totalled 
£ 7.2 million, compared with £ 4.5 million in August 19b3 - i t -
self the highest figure for any month in 1963 - and £ 3.5 million 
in the same month of 1962. 
The number of unit holdings rose by almost 23,000 in 
September to 9,80,620, which represents 20 per cent increase 
over the beginning of 1963. The repurchase ratio for the 12 
months ending September 30, 1963 was 5.3 per cent, compared with 
4.5 per cent in the previous year and 7 per cent in the year to 
September, 1961. 
At the end of September, 1963, the value of unit trust 
funds was £ 340.8 million - £8.5 million higher than at the end 
of August and £ 90.4 million above the level of a year ago. 
The increasing rate at which unit tursts are growing as a 
medium of investraent in the United Kingdom is shown in the 
following table. 
TABliE IV. 2 
GROWTH OP UNIT TRUST IN UHITED KINliDOM 
lear ending Sale Re-purchases Net Investment 
September 30. £ £ £ 
* 
I960 22,503,740 10,173,110 12,330,630 
1961 18,250,615 15,096,860 3,153,755 
1962 39,024,420 10,449,700 28,574,720 
1963 69,047,085 15,724,900 53,322,185 
* 9 months 
Source: f inancial Times, OP.Pit. 
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Main i'eaturesi 
In the United Kingdom management investment trusts function 
under the Companies Act, besides the standards imposed by the i r 
Art ic les of Association and the Investment Trust Association. 
The trusts are mainly concerned with the investment of funds 
raised from subscribers of share and loan cap i ta l . They have 
nothing to do with the financing or control of companies as 
such. Income derived from the investment i s distributed to the 
shareholders a f t e r meeting prior charges owing to loan cap i ta l , 
expenses and reim>\neration of management. Usually al locat ions 
are made to build up su f f i c i en t reserves to meet depreciation in 
investments. Thi'ough such reserves, a part of the earnings is 
also ploughed back for re-investment. V/ithin broad l imits 
spec i f i ed ±n respect of borrowings and investments, the manage-
ment has f a i r l y wide discret ion. Thus, the broad features of 
management investment trusts in the United Kingdom conform to the 
basic principles of such inst i tut ions, i . e . , mobil ization of 
savings and re-investing them in secur i t i es . They have fol lowed 
th is practice a f t e r the painful experience of the depression in 
the 1890's, when majority of the trusts had come to gr ie f due to 
reckless po l ic ies of investing and dividend distr ibut ion. This is in 
marked contrast to the practice of Indian Investment Trusts, which 
are, as shown in the preceding Chapters, engaged in various other 
types of business, aince the basic purpose of investment trusts 
is^ investment of funds on merit with due regard to sa fe ty , i t 
would be advisable f o r investment trusts in India to fo l low such 
a po l i cy . 
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nnit«& trusts in the United Kingdom are subject, in 
addition to tlie terms of tlie trust deeds, to regulations by 
tbs Board of Trade imder the i?revention of J'raud (Investments) 
Acts, 1939 (referred to ear l ie r ) . The trust deed of a unit 
trust which sets out the rights and obligations of the manage-
ment company, the trustee and the holders of certificates or 
sub-xinits, is a bjasic document covering a l l the important aspects 
of the trust operation. In terms of section 17 of the J:'revention 
* 
of Frauds (Investments) Act, 1939,and the Pirst Schedule to the 
Act, the deed taken as whole must be in such terms that the 
Board of Trade is satisfied that the conditions are f u l f i l l e d , 
otherwise unit trasts would not be exempted from the penalities 
provided lay sec. 1 of the Act. The matters required to be 
covered under the above provisions include the powers of manage-
ment in regard to varying of investments, conditions governing 
'switching operations,' constitution of units (the underlying 
securities), the calculation of daily prices of sub-units, rights 
of holders in regard to voting and exchange of sub-units for 
the underlying securities and so on. It is of interest to note 
that the trust deeds usually incorporate provisions for a change 
of management in the interest of the sub-unit holders, i f i t is 
considered necessary by the trustees. Distribiktion of dividends 
is usually made twice a year. The l i f e of the trust is generally 
* The schedule ilays down the matters over which the Board 
of Trade has powerar of regulation. 
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•twenty years, after which the funds are to be distributed. In 
certain cases, however, provisions are made for the extension 
of l i f e or conversion into management investment trusts. 
Capital Structure^ 
The capital structure of unit trusts is 'simple'. There is 
only one type of capital i . e . , the sub-units or the certificates 
of participation. In case of management investment trusts the 
capital structure is ' multiple.' Ihey employ, besides equity 
capital, preference and debenture capital, 6f the total paid-up 
share and loan capital of 264 trusts listed in the London Stock 
1 
Exchange, loan capital accounted for about two-f i fths. This 
feature, v i z . , the relatively high 'leverage' or 'gearing' in 
the capitalization is attractive to the equity~holder, though it 
is somewhat specxalative in character. However, under the 
Articles of Association there are restrictions on the amount 
that a trust ca:a borrow. Usually the amount of loan capital a 
trust may raise is limited to a sum equivalent to its issued 
share capital. Even short-term borrowings from banks are 
generally limited to about lO per cent of the issued capital. 
The object underlying these restrictions on the amount of loan 
is to have a balanced capital structure. The experience of the 
British investment trusts during the depression of the 1930's 
with a high gearing in the capitalization has shown that in 
periods of persisting adversity this proves a burden. In order 
1. The Stokk Exchange Of f ic ia l Year Book. Vol. I , London, 
1962, pp 882-89. 
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to avoid such exigencies the British Trusts have imposed 
restrinctions on borrowings so that the capital structure is 
not unbalanced. In India, as shown in Chapters I I and I I I , 
investment trusts in many cases depend primarily on borrowed 
funds. Apart from the risk involved in periods of depression, 
this is violative of one of the cardinal principles of invest-
ment trusts, i . e . , to mobilize the savings of investors. It 
would, therefore, appear that this feature of British invest-
ment trusts is one which should be adopted in India also. 
Investment Policy: 
The investment policy of the management investment trusts 
is broadly governed by the conditions specified at the time of 
their incorporation. The regulations are, broadly speaking, of 
two types. In the f i r s t place, certain types of investments are 
specifically prohibited. Por example, investment trusts are 
generally prohibited from making investments involving unlimited 
l i ab i l i ty . In the second place, in respect of other types of 
investments, limits are imposed on the quantum. Thus, trusts, 
by and large, do not invest more than a specified proportion 
(usually 5 or lO per cent) of their resources (paid-up share and 
ioaa capital) in any one security with the exception of the 
obligations of the British government. Besides, limits in terms 
of the type of the industry in which f\mds are invested are also 
common. Considerations of safety and a minirnxxm diversification 
of invested funds, are the underlying factors in the imposition 
of these regulations. There are, however, a few trusts which 
specialize in certain types of investments, for instance, 
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in debenture securities or investment in a particxilar industry. 
To the extent such specialization is made, it militates against 
diversification whiJah is one of the cardinal services provided 
by investment trusts. This feature of investment trusts in the 
United Kingdom is in marked contrast with that of their Indian 
counterpart, where funds are in many cases locked up in a few 
concerns in utter disregard of a l l canons of investment. 
Investment trusts in India have a useful lesson to leam from 
this commendable feature of British investment trusts. 
In so far as the distribution of investments over different 
types of securities is concerned, information available in 
regard to 264 management investment trusts listed on the London 
1 
Stock Exchange shows that "tte about 70 to 80 per cent is in 
ordinary shares. Jfreference sharew usually account for about 
15 per cent and debentures for the balance of 5 to 15 per cent. 
A notable feature of British investment trusts in the post—war 
years ha3 been a shift in the popularity of equities at the 
cost of fixed-interest securities. S'or a sample of 150 invest-
ment trusts with assets in 1957 of £ 716 million, fixed-interest 
holdings f e l l from 38 per cent of the total portfolio in 1949 
to 11 per cent in 1957, while equity holdings rose from 62 per 2 
cent to 89 per cent. This shift in investment holdings is 
attributable to the desire of investors to protect against 
1. Stock Exchange o f f i c i a l Xear Book, Qp.Qit.. 
2« Committee on the Working of the Monetary System, 
Op .Git., p 92. 
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inflation. Being essentially equity-financing institutions, 
this cliaracteristic of British investment trusts is in line 
with that of Indian investment trusts. 
The investment policy of imit trusts d i f fer in case of 
•fixed' and ' f l ex ib le ' trusts. In the fixed type of unit trusts 
the panel of securities to which investments should be confined, 
are around 20-25. In f lexible type, as is to be expected, the 
panels contain a larger number of securities, around lOO, In 
the case of a recent f lex ib le trust, namely, the Shield Unit 
fund, the number of companies whose securities may be included 
in the iint»stinent of the trust fund is over 120. Generally there 
are also limits on the amounts of investments in a particular 
company (usually 5 per cent of the fund) or in a particular 
issue. Diversification through distribution of investment at 
home as well as, to some extent abroad, is common. To mention 
again the instance of the Shield Unit Fund, the announced 
geographical spread of investments of the trust is as follows: 
United Kingdom 73.50 per cent 
United States of America lO.OO per cent 
Canada lO.OO per cent 
Other Commonwealth 
countries 5.00 per cent 
Miscellaneous 1.50 per cent 
Total lOO.OO per cent 
As in the ease of some management inves,tment trusts, there 
are also a few unit trusts specializing in a particular industry 
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or type of investment, Sucli specialization is , however, not 
quite consistent with the unit trust concept. 
TaTfttion of investment trusts; 
The taxation system in the United Kingdom recognizes that 
if investment trusts are taxed like other business corporations, 
the investors in investment trusts would be put to a disadvantage 
because i t w i l l mean double taxation of income of the investors. 
In order to avoid the burden of double taxation, dividends 
received by investment trusts are free from income in tax and 
profits tax to the ejxtent such taxes have been paid by the 
companies from whom the dividends are received. Dividends 
received by the investors are taxable in the hands of the rece-
pients as dividend income from industrial securities. This 
feature of investment trusts in the U.K. should be adopted in 
India also, where, as shown in the preceding chapters, the 
income of investment trusts is subject to double taxation, i f 
investors are not to be in a disadvantageous position. 
•b'erformancei 
The performance of investment trusts in the United Kingdom 
can be examined in terms of capital appreciation of the trust 
shares. An analysis covering 20 unit trusts for the six-year 
period, January 1952 - January 1958, showed an average apprecia-
tion of 31 per cent for the unit trusts as compared with a rise 
of 43 per cent recorded by the Financial Times index for ordinay 
shares. During the sa}ae period, the rise in the cost of living 
was about 28 per cent. In the case of four of the twenty trusts 
the rise in capital appreciation exceeded that in the share index 
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1 
and in the case of nine, tlae cost of living index. 
An analysis fo r the same period in respect of management 
investment trusts showed a much more impressive r i se , reflecting 
the advantage of 'geareft' capital in a period of rising share 
prices. Thus, between January 1952 and oanuary 1958, while 
the Investor's Chronicle index of 96 industrials rose by 46 per 
cent from 147.3 to 2 1 5 . 0 , the corresponding index of investment 
trusts ordinary shares registered an apprediation of as much as 
2 
130 per cent from 68.1 to 156.8. 
A more recent assessment of the performance of 22 unit 
trusts covering the seven-year period, 1952-59, demonstrated 
the superiority of unit trusts as a medixim fo r small savings 
as coinpared to other savings media like National Savings Gerti - 3 
f icates , Building Society Securities, deposits and bank deposits. 
In comparison of this nature, much depends, of course, on the 
period chosen. In any case, on the whole, the performance of 
the trusts seems encouraging enough and provides the answer to 
the problem of the small saver who wants to invest in ordinary 
4 
shares. 
1. Quoted in Reserve Bank of India Bulletin* 
Op.Pit. , p 1454. 
2. Ib id. 
3. Investor's Chronicle, Apr i l 17, 1959. 
4. Ibid, dune 20, 1958. 
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I I : IMYESTMENT TRUST IN THE U.S.A 
Investment trust movement in the United States began much 
later than in the United Kingdom^ Although several institutions 
which resembled investment trusts were formed in the last quarter 
1 
of the 19th century, i t had not made any significant progress 
t i l l late in the 1920's. The boom period, 1925-29, which was 
marked by an unprecedented wave of speculative activity on the 
stock markets and a sharp rise in common stock prices, witnessed 
a rapid growth of the movement. The lack of interest in invest-
ment companies prior to the boom years is attributable to a 
number of factors. In the f i r s t place, investors of moderate 
means preferred investments in mortgages real estate savings 
accounts, insurance policies, bonds and preference shares to 
equities which were considered highly speculative. Secondly, 
the speculative boom in stocks that marked the years 19 27-29 
r 
and the ag^essive selling organization that marketed investment 
compai:^  shaffs had not begun. J'inally, the problem of a depre-
ciating currency unit had not received sufficiently widespread 
recognition and the use of common stocks as inflationary pro-
tection was neither fu l ly understood nor needed by most investors. 
1. The oldest institution that resembled investment trust was 
the Massachusetts Hospital Life Insurance Company organized 
in 1823. There were other fore-runners also: United States 
Mortgage Company formed in 1871; Boston i'ersonal i'roperty 
Trust established in 1893; and Alexandar Fund formed in 
1907. 
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The f i r s t world war was a turning point in the development 
of investment trusts in the United States. The country emerged 
as a creditor nation after the war. I'eople became familiar 
with securities through the extensive war-rtime» liberty Bonds 
drive*0ther factors were probably more important in accelerating 
the development of Americaninvestment companies. During the 
decade of 1920's, prosperity resulting from the gradual in f la -
tion gave many individual higher incomes than they had ever 
experienced before. The bull fearket in common stocks financed 
by inflationary credit expansion, served as a magnet to attract 
1 
the savings of new investors. Moreover, an economic treaties 
showed that over a period of years common stocks proved more 
remunera,tive than either bonds ca-preference shares. Acting 
upon the .findings of this study even conservative investors 
began to buy common stocks. The most important reason for the 
growth of investment companies during this period was, however, 
the extensive publicity provided by the sponsors of these organi-
sations. As a result, many more investors than ever before 
came to know of this comparfeively new investment medium. 
As the potentialities of this new type of organization 
became apparent, the financial community became actively interested 
in promoting investment companies. There was in fact a spate 
of investment compani€S and many of the promoters had very few 
qualifications to prdvide appropriate management. The rapid 
1. S.L.Smith: Qommon Stocks As long Term Investments. New lork, 
1924. 
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growth, is evident from the fa<rt that at the end of 1926 nearly 
160 investment companies were active in "business with assets 
approximating to ^ 1,000,000,000. By the end of 1929 the numbo: 
of active companies had increased to 675 and assets totalled more 
than ^ 7,000,000,000. Investment company issues totalled 30 
1 
per cent of a l l corporate financing. 
The end of the boom period was a trying time for investment 
companies. !Ehe period, 1929-32, saw the fai lure of many companies 
and the shrinkage in. the value of assets was even more astounding 
than the preceding r i se . Thus, by the middle of 1932 the assets 
of investment companies had declined to about ^ 2 b i l l ion or 
approximately a quarter.of the amount they were worth at the 
2 
peak of 1929, The depression revealed many weaknesses and abuses 
of investment companies. In the f i rs t place, maaority were 
'closed-end leverage companies. The high proportion of common 
stocks in the investtaent company portfolio was responsible for 
a more than proportionate f a l l in the share prices of investment 
companies. Moreover, shares of investment companies were purchased 
at a premium by most of the investors during the boom period. 
Finally* investment companies had departed from conservative 
principles of investment company management - underwriting, 
giving loans to brokers, dealing in real estates, re-organization 
1. Securities and Exchange Commission, Investment Trusts and 
Investment Oompanies. rart I I , Chapter I I I , Washington, 
1940, p 186. 
2. Ibid, p 527. 
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1 
of industrial compaJiies and rendering investment advisory service. 
Daring the post depression period ' investment trust ' became 
unpopular. Before the panic 'close-end' companies, as already 
mentioned^ were very common but tbere was a reaction against 
:aianageiaent and the pendtilum smng to ttie other extreme, 3)o 
get r id of the abuses of management ' f i x ed trusts' became 
very popular. As against 52 f i xed trusts at the beginning of 
192^ the number rose by 23 in 1929 and 77 in 1930. The assets 
of these companies amounted to about 8 per cent of the t o t a l 
E 
assets of the industry at the end of l98 l . However, the popu-
l a r i t y of f ixed trusts was short l ived and af ter the end of 
1931 public interest in f ixed trusts began to wane. 5!he year 
1932 marked the beginning of broad public acceptance of 'mutual 
funds. ' The government also began to ta-^e interest in the move-
ment. In order to a f f o rd protection to investors the Securities 
Act , 1933 and the Securities Exchange Act 1934 were passed. 
Further, in accordance with the instructions of the Public 
U t i l i t y Holding Company Act, 1933, the Securities and Exchange 
Goamission ( re ferred hereafter as S.B.C.) conducted a thorough 
investigation of investment companies. This investigation 
resulted in the enactment of the investment Company Act, 1940. 
1. Ibid, p 2501. 
2. Report of the Securities and Bxchange Commission, 
gjxed and Semi-'fixed Investment Trusts. Op.Oit., p 24. 
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Tliis was a landmark, in the history of American investment 
companies. It has done much to improve the operation of, and 
restore public confidence in, investment companies. Further, 
the great inflationary boom during and since second World War 
has placed large sums of money in the hands of the investing 
public. The public has, moreover, become conscious of an 
important concomitant of an inflationary boom - the depreciating 
purchasing power of the monetary unit. Investors have turned 
to investment company shares, as a means of investing in ordinary 
shares and this obtain some protection against inflation. 
As a result of the foregoing factors investment company 
shares have become exceptionally popular with investors. In « 
view of the comprehensive nature of the Investment Company Act, 
1940, it wi l l be convenient to review the growth and activities 
of American investment companies with 194ft as the starting yeaaa 
The growth of investment companies in terms of assets i s shown 
in Table IV.3 on the following page. Thus, the assets of 
investment companies have increased from about 1 b i l l ion dollars 
in 1940 to about bi l l ion dollars in 1961, shewing a growth 
of about 2600 per cent. The number of shareholder's accounts 
has reached the high level of about 5.8 million involving an 
1 is 
estimated three million share holders. This^indicative of the 
popularity of the investment companies as a vehicle of investment 
1. National Association of Investment Companies, Op.Git.. p 2 
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TABLE 17.3 
(xROWTH OF INVBSTMMT COMfMl ASSETS (HT BILLION 
lear Total Assets 
1940 1.06 
1944 1.62 
1948 2.27 
1952 4.94 
1956 10.57 
I960 19.10 
1961 25.99 
Source: Compiled from A.Weisen'berger & Co., Investment 
Companies, New xork, 1962, p 26. 
In the United States, investment companies are of two typess 
( l ) Closed-end and (2) Open-end,aM the beginning of the move-
ment, particularly in the early 1930's, i t was the closed-end 
Companies that domingited the scene. But now the open-end 
companies have outpaced the closed-end companies. Indicative 
of this fact is the relative position of the two types of invest-
ment companies in 1940 and 1961. From a perusal of Table IV.4 
on the next page, i t can be observed that the growth of invest-
ment companies has be<5n phenomenal. Thus, as compared to an 
increase of about 5,000 per cent in the assets of open-end 
companies, the corresponding increase in the case of the closed-
end companies has been of the order of only 520 per cent during 
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TABLE 17.4 
EELAIIV15 ASSETS .fOSITIOH OP GLOSED-EKD AND OPEH-END GOMfANIES 
(IN BILLION DOLLAES) 
2Cear Operit-end Closed-end Total 
1940 0.45 0.61 1.06 
1944 0.88 0.74 1.62 
1948 1.50 0.77 2.27 
1952 3.93 l .Ol 4.94 
1956 9.05 1.52 10.57 
1961 22 .79 3.20 25.99 
Source: Compiled from A.Weisentterger & Co., Op.Cjt.. p 26. 
the period 1940-61. The incsrease in the total assets of a l l 
companies during iihe saine period has been about 2,450 per cent. 
Looked at from another angle the same trend is noticeable. 
The assets of the open-end companies in 1940 were only 73 per 
cent of that of deeed-end companies but in 1961 they reached 
the high level of 700 per cent. J'urther, of the total assets 
of the investment companies in 194^, the assets of the open-end 
and closed-end companies accoimted for 42 per cent and 58 per 
cent respectively; whereas the relative proportions in 1961 
were 83 per cent and 17 per cent respectively. It is thus 
obvious that there is predominance of open-end type of invest-
ment companies in the United States. 
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The reasons for the exceptional popularity of open-end 
type of investment companies in the United States lies in one 
of the eharacteristic features of such companies, i . e . , continuous 
sale and redemption of securities. Further, the depression of 
the 1920's had demonstrated that closed-end companies due to 
pyramided capital structure are more vulnerable to exigencies 
and there is more ttian proportionate f a H in the value of equities. 
Finally, the open-end companies have adopted aggressive selling 
techniques to popularise investment company shares. In view of 
these, open—end companies are more suitable to investors. This 
feature of investment companies in the United States is one which 
w i l l be of interest to us in India to evolve a pattern suited to 
our conditions. These booming developments of satah investment 
trusts are no less due to various factors, such as regulation of 
investment companies, special taxation treatment, investment policy 
and so on. In view of their importance they wi l l be discussed 
in detail in the following pages, 
(a) Regulation of Investment Companiess 
The regulatory measures by the Government have been mainly 
responsible for the healthy growth of the investment trust move-
ment in the United States in that they have helped in protecting 
the interests of investors and restoring their confidence in 
such organization. Investment companies in the United States are 
probably the most closely regulated sector of the entire securities 
business. A number of laws have been passed both by the States 
and the Federal (rovernment for the regulation of investment 
companies, the more important of which are J 
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( l ) 5Dhe individual state law under which the company is 
formed as a business entity, 
(2) he state law which governs the sale of securities or the 
activities of brokers and dealers within the State, often 
referred to as 'blue sky' legislation; 
(3) The Federal Securities Act, 1933; 
(4) The Federal Securities Exchange Act 1934; and 
(5) The Federal Investment Company Act, 1940. 
The various state laws, imder which the investment companies 
are organized either as a business corporation or as a tmist, 
largely determine the mechanics by which the company conducts 
its a f f a i r s . Althou^gh these laws vary widely in ccntent and 
are not designed particularly to provide protection for invest-
ment company securit^^ holders, they are essential element in 
determining the total legal protection afforded to the security 
holders of American investment Companies. Similarly, the state 
'blue sky' laws, which deal with the business of selling invest-
ment company shares jis well as other securities, give some pro-
tection and rel ief to an investor who has been given inaccurate 
or incomplete information, or has suffered some other improper 
or unfair practice on the part of the person who sold to him. 
In addition, the investment companies in the United States 
are subject to the regulations of the Securities Act, 1933. The 
basic requirement of this act is that the company must furnish 
fu l l and accurate information with respect to financial and 
other corporate matters, so that the prospective purchaser has 
the necessary facts on which to make an intelligent judgement 
as to the value of what he is being asked to buy. In order to 
accomplish this, the investment companies are required to f i l ^ a 
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'registation statement' with, the S.E.O., embodying the requisite 
information. If the S.E.G. is not satisf ied, it w i l l not allow 
the securities covered by the faulty registration statement to 
be sold. Besides, investment companies in the United States 
are also governed by the Securities Exchange Act 1934. The Act 
serves to protect investors in investment companies in various 
ways .Under the Act, the S.E.O. has been empov e^red to supervise 
the activities of stock exci^-nges. As only closed-end companies 
are listed on the security markets, the benefit of regulation 
under this Act is available only to investors who have holdings 
in these companies. However, the most important legislation 
affecting investment companies in the United States is the 
Investment Company Act, 1940. As already mentioned, this Act 
was passed after the investigation of investment companies ty 
the S.B.C. A separate legislation was considered imperative 
in view of the distinctive characteristics of investment companies^ 
Consequently, the Act came into being. The Investment Company 
Act, 1940, administered by the S.E.O,, provides the most compre-
hensive system of regulation for the protection of investors, 
without of course, purporting to assure an investor ggainst 
loss. In the light of the past abuses and di f f icult ies of 
investment companies, the Act intends to achieve the following 
1 
objectivest 
" (l)i?rovide investors with complete and accurate information 
concerning the character of investment securities and the 
circumstances, policies, and financial responsibility of 
investment companies and their management; 
1 . A.Weisenberger & Co., On.Oit... pp 31-32. 
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(2 ) Assure that investment companies are organized and 
operated in the interest of a l l shareholders rather than 
in the interest of o f f i c e r s , directors, investment advisors 
or other special groups or persons; 
(3) Prevent inequitable provisions in investment company 
secur i t ies and protect the preferences and the pr iv i le^ges 
of outstanding secur i t ies ; 
(4) Prevent undue concentration of control through pyramid-
ing or other devices, and discourage management "by i r r e s -
ponsible persons; 
(5 ) Assure sound accounting methods; 
( e ) Prevent major changes in organization or business 
without the consent of share holders; and 
(7) Require adequate assets or reserves fo r the conduct 
of business." 
In order to achieve these broad aims, various spec i f i c 
provisions have been la id down. One such provision i s the require-
ment that at least a minimum of 'outsiders ' - persons not otherwise 
connected with the management - should serve on the board of 
d i rectors . Besides, l imitations are placed on the amoujit of indebted-
ness which an investment company may incur .Moreover, investment 
companies have to obtain S,E.O's approval to levy from, or s e l l 
seci i r i t ies to ,o r otherwise "trsnsact business with,a member of the 
Company's management or with any one who is an a f f i l i a t e of the 
compahy.The companies are also require to obtain the sanction of-the 
shareholders to change the investment po l i c y . A l l advisors contracts 
must be approved by the shareholders. In b r i e f , the Act seeks to 
ensure that persons who invest in an investment company should be 
f u l l y informed as to the company's a f f a i r s and f i a r l y treated by the 
management. To the extent this act has created 
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confidence among the investors by protecting them against mal-
practices, i t has undoubtedly been a factor in the growth of 
American investment companies. Thus, i t would appear that even 
in the U.S.A. where the investors are more enlightened in matters 
pertaining to investment in stocks, there is special legislation 
regulating the working of investment trusts in important respect. 
In India the importa-ace of such a measure can not be over-emphau 
sized and more so because investors, particularly small, are i i ^ 
competent and in a position to look after their interest. There-
fore, this feature of American investment companies can be 
usefully adopted in India. 
(b) Taxation: 
Another factor which has contributed to the popularity of 
investment companies in the United States is. the special tax 
treatment of these companies. The t^a t ion system recognizes 
that i f investment companies are taxed at the ordinary corporate 
rates, their shareholders would be unduly penalized. Hot only 
wonld the share holder's return be taxed f i r s t as income to 
the corporation whose shares are held by the investment company 
and secondly as income to the investor, but the investment company 
also would be required to pay a tax on its income. In order 
to avoid this type of nniltiple taxation, the Revenue Act of 1942 
in the United States provides for special taxation treatment of 
investment companies, both open-end and closed-end. Under sub-
chapter M of the Internal Code Revenue, the income of a regulated 
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investment company," i s exempt from incomtax and sur-tax i f 
i t distr ibutes t o the shareholders not less than 10 per cent 
of i t s income each year . 
Almost a l l the investment companies in the United States 
are 'regulated investment companies' under the provisions of the 
Revenue Act, 1942, because they have an advantage over the 
companies not so c l a s s i f i ed , in that they avoid taxat ion. The 
shareholders of these companies also stand on the same foot ing 
as i f they had invested in securi t ies d i r e c t l y . 3)his feature 
of investment companies in the U.S.A. would, there fore , commend 
i t s e l f f o r adoption "by such inst i tut ions in India where, as shown 
in Chapters I I and I I I , investment companies are subject to double 
taxation and consequently the i r p r o f i t a b i l i t y is very low. The 
rat ionale of such a policy l i es in the fac t that the at tract ion 
of investment in investment trusts f o r the r e la t i ve l y small 
investor should l i e not merely in i t s sa fe ty but also in a 
reasonable return with prospects of some appreciation of the 
or ig ina l cap i ta l investment. I f investment trusts are to give 
a good account of themselves on these scores, a measure of tax 
concession apears to be inev i table . 
* A regiilated investment compare is one which sa t i s f i e s the 
fo l lowing conditions: 
( i ) at least 90^ of i t s gross income is derived from dividends 
interest and income from the sale or other disposit ion of 
secur i t i es } ( i i ) less than 30^ of i t s gross income is derived 
from the sale of secur i t ies held f o r less than 3 months? 
( i i i ) i t s investments have the requisite d i v e rs i f i ca t i on , i .e. 
at least 50^ of i t s assets must be in cash and securi t ies 
that are not more than of the t o t a l securi t ies of any one 
Co. nor more than lOfo of the voting securi t ies of one Co., 
( i v ) no one issue represents more than 25?^  of the assets of 
investment trusts (excluding governmen-^ecuMties and secur i t ies 
of other regulated Cos. ) ; and ( v ) once'the Co. e lects to be 
a regulated Co., i t is i rrevocable . 
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Investment Policy ? 
The investment policy of the American investment companies 
is also of some interest. Subject to the broad restrictions 
under the Investment Company Act 1940, the management of invest-
ment companies have wide discretion in the matter of investment 
of funds. S'requently investment companies employias consultant 
services of specialists for proper investment appraiisal. 
Virtually a l l open-<md companies and most of the closed-end 
companies are registered with the 3.B.O. as 'diversified companies.' 
Under the Act, a 'diversified company' is one which has at least 
75 per cent of its total assets spread in such a manner that 
not more than 5 per cent of the totgj. assets are invested in 
any one compai^ and not more than 10 per cent of the voting 
seciirities of any one company are owned. These restrictions 
are intended to ensure a minimum amount of diversification. As 
such, investment coaipanies are diversifying investment widely. 
But there are some companies which limit their investment to 
securities of a particulajc grade of bonds or preference shares 
or particular industry or the securities of industries located 
in a particular geographical area. The various types of 
companies on the basis of investment policies followed by them 
are shown in Table IV.5 (On page IV.32). The most important 
type of open-«nd fund is the Common Stock Fund, which accounts 
for about 50 per cent of the total assets of the investment 
companies. Next in order is Balanced Fund in which are included 
diversified portfolios of both fixed-dividend and variable-
dividend securities . 2)he holdings in funds which have specialized 
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TABLE IV.6 
INVESTMENT GO'MPMY ASSETS BX TYi^ E OF ffUNiB 
Type of Fund i?ercentage 
A: Open-end Oompajiies: 
( i ) Diversified Ooinmon Stock 50.5 
( i i ) Balanced 20.4 
( i i i ) Flexible 8.0 
( iv) Industry Specializsed 4.3 
(v ) Tgtx-free Exchange 2.1 
(vi ) Canadian International 1.6 
( v i i ) Bonds and ir-referred Stock 0.7 
B: Olosed-end Qompanies: 
( i ) Diversified 7.9 
( i i ) Won-diversified 4.5 
87 .60 
12.40 
Total . . . . . . 100.00 
Source: Compiled from A.Y/eisenberger & Co., Op.Cit.. p 42. 
in the securities of particular industries are 8 per cent. The 
percentage of Bonds and -freferred Stocks is negligible. Among 
the closed-end companies about 2/3rd of the total assets is in 
diversified fxmd and the balance iS non-diversified group. 
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Thus, an investor has a wide f i e ld of choice among invest-
ment company shares to cater to his investment needs, consistent 
with the degree of risk he wishes to take. As regards other 
functions such as underwriting of issues etc. the role of invest-
ment companies is not significant. These functions are taken up 
by specialized institutions such as investment hankers etc. 
Role of Investment Companies? 
As alrea<^ mentioned, investment companies have become 
exceptionally popular investment media with American investors. 
They are playing a significant role among institutional investors 
in the capital market. According to an estimate of the 3.3,0,, 
out of the total holdings of ordinary and preference shares as 
on December 31, 1954, by a l l institutions, investment companies 
accounted for ^ 9.1 bil l ion or about 14 per cent of "the total, 
as shown in Table IV.6 (on the following page). This amount is 
next in importance to that of -Personal Trust which accounts for 
about 56 per cent of the total stock^holdings. The investment 
company holdings are more than treble the holdings of l i f e 
insurace companies and more than ten times that of banks. These 
facts bear eloqjuent testimony to the pre-dominant position of 
investment companies among the preference and Common Stock 
holders in the United States of America. 
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TABLE IV.6 
HELA.TIVB JeOSITlOK OP IKSSIHUTIOM IIVEST0B3 A3 ON DEGEMBBR 31,t954 
Ins t i tu t i ona l 
Investors 
TOTAL STOCK HOLDINGS 
B i l l i o n 
dol lars 
i:'ercent age 
( i ) L i f e Insurance Oompanies 3.0 
( i i ) -froperty and l i a b i l i t y 
Insurance Companies 6.10 
( i i i ) Savings Banks and 
Coranercial Banks 0.80 
( i v ) Investment Companies 9 .1 
( v ) Se l f - insured pension 
funds and trusts 3.5 
( v i ) Rel ig ious educational 
and charitable funds -7.0 
( v i i ) i 'ersonal Trusts 37.6 
4.5 
9 .2 
1.2 
13.7 
5.3 
10.5 
55.6 
To ta l 66.5 100.00 
Source: Quoted in Reserve Bank of India Bu l l e t in . 
Op .g i t . , P1460. 
IV. 
I I I : INTESTMEMT TRUSTS IH JAPAN 
The history of the investment trust movement in Japan dates 
back to the pre~paoi f ie war days. The f i r s t investment trust was 
started by the Nomura Securit ies Company Ltd. (doting as Manager) 
in co-operation with the Nomur^ Trust Company Ltd. (act ing as 
t rus t e e ) . In November, 1941 the success of this Trust stimulated 
interest and f i v e other securit ies firms fol lowed suit soon. 
Investment trusts became accepted medium of investment and by 
August 1945 the t o t a l amount invested in Japanese investment 
trusts reached Yen 528.5 mi l l ion, as compared to the amount of 
2 
time deposits in the banks at Yen 1787 mi l l i on . Due t o the disas-
trous termination of the Pac i f i c war, however, subscriptions had 
t o be stopped and investment trusts suf fered considerable loss . 
The investment trusts which were forced out of existence 
due to the unhappy end of the war were recommended in 1951 under 
a new conception and planning. In 1948, the Securit ies Exchange 
Law was established and a new securit ies transaction system 
modelled aftejp tbe Securit ies Act, 1933 of the U.S.A. came into 
being under the banner of 'democratization of s ecur i t i e s . ' 
Although i t was in Apr i l 1949 that the stock exchanges were 
formally re-opened, move f o r the re-establishment o f investment 
trusts as the most suitable vehicle f o r the ' democratization of 
1 . Nomura Securit ies Go. Ltd. , Nomura Investment Trust L td . . 
Tokyo, 1963, p 1. 
2. Nomura Securit ies Co. Ltd. , A Brief Outline of Investment 
Trusts in Japan. Tokyo, 1962, p 1. 
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sec i i r i t ies ' were afoot as early as 1948. This movemeiit received 
added stimulus from the peculiar conditions of the stock 
markets which were in the grt/pi^  of severe depression. In order 
to s tab i l i z e the f a l t e r ing stock market as we l l as f a c i l i t a t e 
supply of long term funds to various fund-short enterprises the 
rev iva l of the investment trust system was seriously studied by 
the government and the secur i t ies c i r c l e . Agreement was f ina l l y 
reached among those involved that a unique set of regulations 
were of paramount necessity f o r the healthy growth of the move-
ment, and in June 1951, the Securit ies Investment OJrust Act 
eame into being. The Act is a landmark in the development of 
investment trusts in Japan, and since then the movement has 
recorded phenomenal progress. As against 7 secur i t ies f irms 
in 1951 started management, the number rose t o 14 in 1958 and 
1 
24 in 1961. 
During the ten-years of growth the progress o f the i n v e ^ -
ment trust movement has, however, not been uninterrupted. The 
real test f o r Japanese investment trusts was the economic 
recession of 1954-55. Because of the sudden worsening of the 
coimtry's balance of payments pos i t ion, Japan was forced to 
curb the tempo of development. Extremely sensit ive t o the 
country's economic pulse the stock exchanges plunged into the 
trough of the depression. As a result the investment trusts 
were forced to meet the hardest t e s t . The t o t a l subscriptiOBS 
declined sharply and the net asset values touched the a l l - t ime 
low l e v e l . However, a f t e r the swi f t recovery of the country's 
1. Inst itute of International Investment: Securit ies Marke-b in 
Japan, Tokyo, 1963, p 42. 
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econonQT in 1956,investment trusts registered steady growth 
once again as is evident from Table IV.7 (On page IV.33). 
The net assets of the investment trusts rose to 12171 mil l ion 
I t o in 1961 from 837 mil l ion Xen in 1956, showing an increase 
of about 1456 per cent. 2)uring the same period, the net assets 
of other monetary insstitutions, i . e . , Time deposits of baifics, 
i 'ostal Savings, loans Trusts and L i f e Insurance, on the other 
hand, have recorded an increase of about 250 per cent, 200 per 
cent, 423 per cent and 350 per cent respec t i ve ly . Thus, invest-
ment trusts have, during the ten years of existence, grown to 
immense proportions as a t oo l of saving f o r profit-malcing. 
The growth of investment trusts in Japan has not been 
l imited to volume alone. A number of d i f f e r en t types of Invest 
ment trusts have been develpped, as shown in the fo l lowing chart 
Types of Investment Trusts 
Open-end type of Semi-closed-end tyP® 
ijivestment trusts of investment trusts 
Open-end invest- Basic Industries Open-end Bond 
ment trusts open-end invest- investment 
ment trusts trusts 
Open-end type of investment trusts are l ike the "IMutual 
IHinds" in the United States of America and semi-closed-end type 
of investment trusts are Japanese innovation which seek to 
remedy the shortcomings of the closed-end investment companies 
of the American tye . The special features of the above-mentioned 
four types of invesstment trusts are discussed in deta i l in the 
fo l lowing pages. 
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Ar Semi-closed-end Investment iPrusta: 
The Semi-closed-end investment trusts in Japan are, as 
already mentioned, a modification of the closed-end tjpe of 
American investment t:rusts. The reason why the semi-closed-end 
investment trusts have found the i r name is that while i t is f r e e 
f o r the management f irms to repurchase the issued benef ic iary 
c e r t i f i c a t e s , no new subscriptions are to be made within the 
or ig ina l framework. 2?he semi-closed-end trusts usually run f o r 
a period of 5 years. The or i g ina l price of benef ic iary r ights 
stands at 5,000 Yen per share and the transaction unit is one 
share. Subscriptions are to be made within a set period of one 
month and once the units are established, no new subscriptions 
are accepted. 
The Sale of the semi-closed-end investment trusts stands 
at len 250 per share and paid out of the trust fund to the 
secur i t ies firms or the sales companies the moment the fxjnds are 
establ ished. When redemptions are paid to the benef ic iary at the 
time of maturity, no commission are charged. When redemptions 
are made before the time of maturity, however, certain amount of 
commissions are paid out of the standard value of the shares at 
the rates in accordance with the provision of the contract . On 
the other hand, the t o t a l amount of compensation f o r the manage-
ment and trustee f i rms, as wel l as remuneration to be paid to the 
secur i t ies companies are within 0.7 per cent of t o t a l remaining 
pr inc ipa l . 
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B: Open-end Type of Investment Trusts: 
The open-end type of investment trusts in Japan are similar 
to the Mutual 5'unds of the U.S.A. The trusts can f r ee l y increase 
or decrease the fund by adding new subscriptions or redeeming 
old units. These trusts are further sub-classi f ied into three 
« 
groups: ( i ) open-end investment trusts ( i i ) open-end basic 
industries investment trusts and ( i i i ) open-end bond investment 
trusts . The distinguishing features of these are discussed below. 
Open-end investment tj^usts: 
In contrast with the semi-closed-end investment trusts, the 
open-end investment ti-usts run inde f in i t e l y and the benef ic iary 
c e r t i f i c a t e s have no par value. Once sold at the rate of lOOO len 
per share i t the time of subscription transactions are made at 
the current prices and in units of 10 shares. Subscriptions of 
the or ig ina l fund are carried out f o r a set period of time and 
thereaf ter shares are continuously o f fered at current market 
value based on net worth plus usual rates of commission. The 
sale commission is len 30 per share f o r any number of shares 
under 500 and len 25 per ehare f o r any number of shares over 500. 
The purchase commission, on the other hand, is xen 20 irrespect ive 
of the number of shares involved. The management cost in terms 
of the commission paid to the management company and the trustee 
are 0.9 per cent annually of the average net asset value of the 
trust fund and paid out of the trust assets. 
Basic Industries Open-end Investment Trusts; 
Barring the fact that the basic industries open-end invest-
ment trusts have key industries stock as its Main targets of 
operation, other features are the same as that of open-end invest-
ment trusts as outlined above. 
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Open-end Bond Investment Trusts: 
The open-end bond investment trusts, l i k e other open-end 
investment trusts, run inde f in i t e l y and transactions in benef i -
ciary c e r t i f i c a t e s are completely f r e e . The per share price 
stands at len 1, while transactions are usually carr ied out in 
units of 10,000 shares. In case of transactions based on the 
* 
'comulative investment contract ' , purchases can be made in units 
of 1000. 
Twelve d i f f e ren t funds are i n i t i a l l y established (once a 
month f o r 12 months), and addit ional subscriptions are to be 
so l i c i t ed fo r each of the established funds. So l i c i t a t i on of 
additional subscriptions, however, are l imited to the time when 
each fund has set t led i t s account and has become ' e x - r i gh t . ' 
Although new subscriptions are made once every month, pixrchases 
can be made of the old shares at the current pr ices, i f so 
^ es i red . No payment of commission is necessary at the time of 
subscription. When the investor s e l l s the c e r t i f i c a t e s , however, 
commission of len lOO per i0,000 shares have to be paid aPd when 
he wants to buy the old shares at current pr ices, he has to pay 
commission of len 20 per l0,000 shares. The rate of compensation 
both the management firms and the trustee companies receive f o r 
the i r services is considerably lower at 0.02 per cent of the 
average trust principal in each term. 
* In 'cumulative investment plan, ' not only payment can be made 
in small amounts but also eveiy yen of the distr ibution is 
automatically ploughed back in re-investment f o r further 
p r o f i t s . 
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Operational Structure; 
Tlie operational structure of investment trusts in Japan 
is set out in the chart (on the next page) , The structural 
features of the Japanese investment trusts are that the manage-
ment company sets up an investment fund in contract with the 
trustee f i rm and the benef ic iary r ights arising from the 
co;intract are divided and distributed among an inde f in i t e number 
of investors. Thus, the two important constituents of the 
operational structure are management companies and trustee f i rms. 
The management companies hold the key operational posi t ion in the 
structure of investment trusts. The major duties of management 
companies are the establishment of trust funds and the issue of 
benef ic iary c e r t i f i c a t e s ; giving d i rect ion as to the aperation 
and management of tmsts funds and calculat ion of standard 
pr ices . In order to get proper supervision as wel l as advice on 
the ir complex a c t i v i t i e s the management companies have advisory 
boards consisting of a number of in f luent ia l members of the 
economic and f inanc ia l world. For example, the Nomara Securit ies 
Investment Trust Management Company Ltd. has advisory board 
consisting of 33 experts. 
In comparison with other types of trusts, the functions 
of the trustee firms are greatly l imited in case of investment 
t rusts , as the actual operation and management r ights over the 
funds in the l^rmsi^are reserved by the management companies. In 
r e a l i t y , there fore , the duties of trustee firms are not very d i f fe -
rent from those of custodians. The major fimctions of trustee 
firms are: 
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OPERATlOlAL STRUOTUEE OP lOTESTMEgg TRUSTS 
Investors 
(Beneficiaries) 
Beneficiary 
certificates 
Subscription Payment of 
Directors and 
Redemption 
Subscript ion 
Beneficiary 
certificates 
Securities Pirms 
(Subscription of Beneficiary 
certificates,payment of 
Dividends and Redemption) 
Sales Companies 
(Subscription of beneficiary 
certificates; payment of 
Dividends and Redemption) 
Beneficiary 
certificates 
Dividend and 
Redempt ion 
Subscriptions money 
Trustee Pirsm 
(Maintenance and Caculation 
of Trust Assets) 
Management Companies Advisory 
(Operational Directors; Board 
Issuing of beneficiary 
certif icates) 
Trust Money 
Dividends and Redemption 
Trust Contract 
Operational Directors 
Operational 
Advisors 
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( a ) i:'lanning orders f o r e i ther piarchaae or sale of 
secur i t ies to be included in tlie po r t f o l i o of tiie 
investment trusts in accordance with the direct ions 
given by the management companies? 
(b) Safe—keeping and calculation of assets in t rusts ; and 
( c ) Transfer of the stocks in trust assets to the i r 
names and receipt of dividends. 
Operation and Management: 
fhe operation of investment trusts are carried out in the 
form of transactions in the po r t f o l i o secur i t ies by the trustee 
firms at the direction of management companies. A l l the opera-
t iona l directions given to the trustee f irms by the management 
companies are based on the investment trust contract concluded 
between the two. She operational directions are also subject to 
the regulations set f o r th in the Securit ies Ingeatment Trust Act 
1951 ( r e f e r red to e a r l i e r ) and the administrative guidance of the 
Ministry of finance,. In the hope of protecting the interest and 
right of investors, the Securities Investment "^rust Act has 1 
prescribed many l imi tat ions. In the f i r s t place, management 
companies have been prohibited from direct ing the trustee f irms 
t o e i ther underwrite securi t ies or make loans (except c a l l loans) 
but of the assets of the t rust . The reason underlying this 
r es t r i c t i on i s that these a c t i v i t i e s are regarded as ly ing out-
side the scope of such inst i tut ions. In the second place, 
management companies have no power to ask the trustee f i rms to 
buy the secur i t ies held by the management companies or the 
direct^ors or principal stock holders of these companies, unless 
transactions are carried out through the stock market, f i n a l l y , 
management companies cannot order the trustee firms to s e l l 
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securit ies to the iBormer or the i r directors and principal stock-
holders unless the t r^sac t i ons are made through the stock market. 
These r e s t r i c t i v e provisions are intended to ensure that only-
genuine investors purchase securit ies and investment trusts do not 
"become a t o o l of management companies. This feature of invest-
ment trusts in oapan is worth adoption by investment trusts in 
India a lso , where as the study in the preceding chapters has 
shown, investment trusts, in the absence of such res t r i c t i ons , 
have become the t oo l of managing agents and other industr ial groups 
to exercise control over other concerns. 
In addition to these regulations under the Securit ies Invest-
ment Trust Act , 1951, the investment trusts contracts also lay 
down certain res t r i c t i ons as to the targets of investments, 
1 iffl-it^il;ioQ on the choice of stocks f o r investment and the spread-
ing of r isk e tc . Insofar as the kinds of securi t ies as targets 
of investments are concerned, the investment trusts contract 
lays down that investments trusts should subscribe to the 
equity capit41 of companies as also purchase bonds and debentures. 
The investment in stocks should be l imited to these which are 
l i s t ed with the securi t ies exchanges and re-equipped with market-
a b i l i t y . I f surplus funds are avai lable , they can also be 
operated in the forms of bank deposits, money trusts and c a l l 
loans. In order to ensure minimum d i ve rs i f i ca t i on , the contract 
prescribes that an investment trust cannot invest more than 
10 per cent of the assets in a single stock and the holdings in * 
single company should not exceed 20 per cent of the t o ta l issued 
shares of that company. 
III. 46 
Investment Po l i cy ; 
Available info:nnation regarding tlie investment policy of 
Japanese investment trusts shows that they are fo l lowing sound 
policy of d ivers i fy ing investment over d i f f e rent types of securi-
t i e s of a number of companies in d i f ferent industries. Equity 
shares account for over-whelming part of investments - a proportion 
of 70 to 75 per cent i s common. She holdings in bonds and 
debentures range from 2 per cent in 1958 to 14 per cent in 19 62. 
The investments in money trusts and ca l l loans are between lO to 
20 per cent of the t o t a l . As to the spreading of investments by 
industrial c lass i f i cat ion investment trusts in Japan se lect 100 
to 150 stocks from roughly 450 stocks considered suitable through 
the help of research spec ia l i s ts , out of more than l,lOO d i f f e rent 
stoks in more than 20 industrial c lass i f i cat ions l i s t ed on the 
Tokyo Securities Exchange. Two types of investment trusts , 
however, i . e . , basic industries and open-end bond investment trusts 
do not d ivers i fy investment so widely. The investments of the 
former are confined to only 20-30 stocks in key industries, while 
in the case of the l a t t e r , chief targets of investments are bonds 
and debentures to the complete exclusion of stocks. Although they 
have holdings in d i f f e rent companies, but to the extent i t is 
l imited to certain jjidustries or securi t ies , i t mil i tates against 
one of the cardinal ir'rinciples of investment trusts, namely, 
broad d ivers i f i ca t i on . 
Dividend Policjy: 
The dividend Jolicy of Japanese investment trusts are of 
interest, as in the case of semi-closed investment trusts, the 
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dividends consist ent i re ly of revenue income, i . e . , income derived 
from dividends and Interests accruing on the securi t ies and money 
of trust property. Related capitaygaiffls are usually held in 
reserve un t i l the 5 year maturity period ends and are distributed 
together with the principal* However, during the trust period, 
capi ta l gains are allowed to be paid out to benef ic iar ies with 
the r es t r i c t i on that 33 per cent of net capital gain should be 
held in reserve un t i l the accumulated amount equals 20 per cent 
of the t o t a l tirust fund. In the c ^ e of open-end investment 
t rusts , the revenue income can be distr ibuted along with a l l 
real ized net capital gains, subject to the condition that 20 per 
cent of the capital gains shal l be accumulated as Price Fluctuation 
Reserve unt i l the amount reaches 8 per cent of the current value 
of the t o t a l stocks. Thus, the regulations on the distr ibut ion 
of p r o f i t s are more lenient in the case of open-end that in the 
case of closed-end investment t rusts . 
Taxation: 
Another feature of investment trusts in Japan, which 
merits attention is the taxation of the i r income. Transactions 
in the secur i t ies o f investment trusts are subject to a 0.03 per 
cent secur i t ies transaction tax in the case of open-end bond 
investment trusts, while f o r other types of investments trusts 
i t is 0.15 per cent. Income and capital gains of the trust are 
f r e e from any other taxes. The idea is t o avoid the stigma of 
double taxation, as the receivers of p ro f i t dividend are subject 
t o taxat ion. The dividends distributed by investments trusts are 
subject to lO per cent income-tax col lected at source. liSxcept in 
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the case of distributions made by open-end bond investment trusts, 
(Tiiioh. i s exempt from taxation in the hands of recepients ) , 
recepients, other than corporations) of dividend income from jL 
investment trusts enjoy tax exemption upto 7.5 per cent (3.75 per 
cent i f t o ta l taxable income exceeds 10 mil l ion Xen) of such income 
at the time of the i r personal assessments. The exemption rate in 
the case of corporations is 37.5 per cent. Capital gains in the 
hands of individuaLa are not taxed but c a p i t e s gains of corporations 
are taxable, with the right of adjustment of cap i ta l losses ar is ing 
from the sale of investment trusts shares. Thus, tax structure 
in Japan recognizes that i f investors in investment company port-
f o l i o s are not to be in a disadvantageous posit ion as compared 
t o those who invest d i r ec t l y , the income of investment trusts 
should be exempted from taxation. Investment trusts in India can 
adopt th is featufe with advantage. 
Leg is la t ive Control: 
As already mentioned, investment trusts in Japan are regulatdd 
by^the Securit ies Investment Trust Act, 1951. Consisting of 6 
cliapters and 38 a r t i c l e s , the Aot aims at the protection of the 
benef ic iar ies and f a c i l i t a t i n g the securit ies investment by a l l 
types of investors. In view of the u t i l i t y of s imilar act la India 
the sa l ient points of the Act are discussed below. 
The act lays down that management companies should be 
capi ta l ized at more than Yen 50 mi l l ion and equipped with enough 
personnel, funds, credits and experiences and capacity in securi-
t i e s transaction business to carry out the i r duties as managers 
and they must also toive a l icence from the Ministry of Finance. 
Trustee f i ims , on the other hand, should either be trust companies 
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or banks doing trust business. The benef ic ia iy r ight of the 
trust is shovm in the form of b ene f i o i a r^e r t i f i c a t ea and the 
exercise and transference o f t that r ight should be carried out 
through the exchange of benef ic iary c e r t i f i c a t e s . Trust agree-
ments are to be approved in advance by the Ministry of Finance. 
The agreement should contain detai led regulations which cannot be 
enumerated in the Act . The essent ial items to be included are 
names of trustees and trusters, items concerning ( i ) benef ic iary 
c e r t i f i c a t e s , ( i i ) control and operation of the principal and the 
pro f i t s of the trust fund, ( i i i ) redemption of the principal and 
the distr ibution of the p r o f i t s , ( i v ) contract period and extension 
thereof ( v ) calculation and payments methods as wel l as the pay-
ments dates of the compensation to be received by the trustees and 
trusters , ( v i ) rev is ion in the trust stipulations and other items 
which the Ministry of Finance sees f i t f o r the protection of the 
public interest and the rights of the investors. The Act prohibits 
the use of trust assets f o r underwriting secur i t ies and provi^ess 
regulations concerning compilation of reports on trust assets, 
book-keeping, res t r i c t ions on the concurrent jobs of the o f f i c e r s 
of the mnagement companies and the supervisory r ights of the 
Ministry of Finance. Thus, the Ministry of Finance has taken 
su f f i c i en t powers to regulate the working of invewtment trusts so 
that they may serve the interest of investors and not of manage-
ment companies. In f a c t , the Act is a land-mark in the development 
of investment trusts in Japan. I t is a recognition of the fac t 
that in view of the peculiar nature of investment trusts, they 
should be governed by separate l eg i s l a t i on . In any scheme o f 
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development of investment trusts in India, or f o r that matter 
in any country, a separate l eg is la t ion would, thus, appear t o be 
an imperative necessity. 
Role of Investment !I).ru3t3: 
The regulatory provisions of the Securities Investment Trxist 
Act and the v i g i l ant supervision of the Ministry of finance have 
contributed to the success of Japanese investment trusts as a 
vehic le f o r the saving of investors and also a potent source of 
resources f o r economic development. She data presented in Table 
IV.7 and Table IV.8 on the next page, bear testimony to the wide 
p u M i l c acceptance of i n v e s t m e n t trusts as a too l of savings. 
The shares of investment trusts in the National income show upward 
trend from 1.1 per cent in 1956 to 9.0 per cent in 1961. Similarly 
the Japanese investment trusts occupy a position of mounting 
importance in the stock markets. The percentage stock holding 
of investment trusts to the t o ta l stocks l i s t ed on a l l the stock 
exchanges shows a consistent r ise from 3.6 per cent in 1956 to 
8.9 per cent in March 1962. Translated in terms of value, the 
* 
percentage stands at higher rate of 3.8 per cent in 1956 and 10.8 
per cent in March 1962 respect ive ly . The importance of invest-
ment trusts in the Japanese economy can be i l lustrated by compar-
ing their stock holdings with other f i nac i a l inst i tut ions. From 
a p e r a a a l of Table IY.9, i t can be seen that the to ta l book value 
of securit ies held by investment trusts stands higher than the 
to ta l book value of the securit ies held by other f inanc ia l ins t i -
tutions combined. Investment trusts, as such, hold the key posi-
t ion as the leading inst i tut ional investor of stocks. The reason 
TABIiS IV.7 
NATIONAL INCOME AND INVESTMT TRUST ASSETS 
(lOO m. len) 
Year National Income Net Assets of V A 
in) Investment (B) 
Trusts W 
1956 76,276 837 1.1 
1957 82,859 1,322 1.6 
1958 85,190 2,429 2.9 
1959 1,00,373 3,959 3.9 
1960 1,18,217 7,690 6.9 
1961 1,35,100 12,171 9.0 
Source: Investment Trust Association, Annual Report of Investment 
Trust. Tolj;yo, 1962, p 105. 
* . Estimates, 
TABLE IV.8 
PORTFOLIO STOCK OF HTVESTMT TRUSTS IN GOMfARISON WITH STOCKS 
LISTED WITH ALL SEGURITISS EXCHANGES IN THE COUNTRX (YEN MILLION 
AND m. SHARES) 
No.of Stocks No.of port- B/A 
JCear l i s t ed witla f o l i o stocks ^ 
Stock Exchanges of invest-
(A) ment trust (B) 
Market value Maret value 
of stocks of po r t f o l i o 
l i s t ed with stocks of D/C 
stock Excban-Investment ^ 
(C) Trusts 
1956 16,039 588 3.6 1,926,213 69,304 a 8 
1958 22,427 432 6.4 2,603,890 1,90,400 7.3 
1960 34,942 3, 029 8.7 5,828,394 6,21,960 10.7 
1962 55,615 4, 965 8.9 6,975,636 7,60,096 10.9 
(March) 
Source: Investment Trust Association, Op.P i t . , p 196. 
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f o r th is wide popularity of investment trusts in Japan l i e s in 
the peculiar conditions obtaining there . Apart from high rates 
of savings, consequent upon a spectacular growth rate of the 
economy, the sh i f t in people's att itude towards savings from 
savings f o r savings' sake' to 'savings f o r p ro f i t s sake' i s 
responsible f o r the popularity of securi t ies as a source of 
p r o f i t s . I t is against this background that investment trusts 
have been received with a great deal of enthusiasm by public in 
1 
d apan« 
TABLE 17.9 
BELkUVTE Jr-OSITION OF IN7BSTMSNT TRUSTS AND OTHSE PIHAKGIAL 
IHSTITUTIONS (MILLION W ) 
As at the end of December,1962 
Financial Inst i tut ions Stock Holdings 
Investment rusts 9,18,290 
Banks 4,01,481 
Trusts 16,860 
L i fe Insurance Pompanies 2,52,769 
Non- l i f e Insurance Pompanies 1,10,355 
iviutual Loans and Sgiyings Banks 15,092 
Predit Associations 7,947 
Central Pooperative Banks 488 
Total ( ini luding other Financial inst i tut ions) 17,39,815 
Source: Investment Trust Association, Op.Pit . . p 197(5 
1, Nomura Securit ies Company Ltd . , Op.Pi t . « p 20. 
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Oonolusion; 
The foregoing review shows that investment trusts, as 
understood now, are essent ia l ly of Br i t ish origil5i,and l a t e r on 
spread to the United States and Japan. The factual information 
available is unmistakably indicat ive of the booming development 
of the investment trusts movement in these countries. However, 
the progress of the movement has not been uninterrupted. Great 
p o l i t i c a l and economic upheavals, such the World Wars and 
economic depressions have led to set-backs in the progress of the 
movement. Certain conclusions can be drawn from the experience 
of these countries. The success of investment trusts depends, 
to a large extent, on the cal ibre of management. Success can be 
achieved only when management i s not only equipped with the requi-
s i t e professional qual i f i cat ions , but also possesses honesty, 
in tegr i ty and a sense of moral responsibi l i ty towards the Investors 
and the soc i e ty . Fiirijher, investment trusts should confine atten-
t ion to a c t i v i t i e s which are in consonance with the basic concept 
of investment trusts and shun* speculative, f inancing, promotional 
and similar other ac t i v i t i e s . Whenever they have deviated from 
this fundamental pr inciple, thejjjkave come to g r i e f . Recognizing 
the d is t inct ive features of these inst i tut ions, separate l eg i s l a t i ons 
have been enacted to protect the interests of the investors as we l l 
as to ensure i t s expansion on sound l ines . There i s yet another 
conclusion which merits attent ion. To avoid the burden of double 
taxation which is an obstacle to the growth of Investment t rust , 
the income of investment trusts is exempt from taxation subject 
to suitable safeguards against mis^use. f i n a l l y , the analysis 
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shows that the growth of 'unit type' or 'nutual fimds' has outpaced 
the orthodox manageiaent investment trusts' or 'closed-end 
companies 
As already mentioned in Chapter^II and I I I , investment 
trusts in India are not playing any significant part in mobiliz-
ing savin^^s or cannelling savings to desirable productive channels 
The reason for this unsatisfactory state of af fa irs l ies not in 
/y 
the fact that there is no scope for %h§i^evelopment but that 
they have not so far seriously addressed themselves to this task. 
If the various defects which charaterise their working, are 
removed they wi l l be an important medium of investment for those 
who want to invest in equities on the one hand and an effective 
source of funds for economic developiient, on the other. It is in 
this perspective that I have outlined the various corrective 
measures to improve the working of investment trusts in India in 
the succeeding chapterg. 
CHAPTER T 
RATIONALE OP sfRUOTURAL PATTBEK OF iirvESTiiffiNT 
TRUSTS IN INDIA 
Introduction: 
An appraisal of fore ign Investment Trusts has shown that 
investment trusts are playing »n important role among f inanc ia l 
inst i tut ions in the U.K.,, the U.S.A. and Japan» That the same 
cannot be said about the i r counter-part in India is^ undoubtedly, 
a sad commentary on India investment trusts. Apart from the 
meagre resources of investment companies, a basic defect in 
India i s that several of the companies do not function as independent 
investment trusts in the true sense of the term. Being closely 
associated with managing agents or other industrial houses, invest-
ment companies in India have been very often used to finance or 
control companies in. which the managing agency houses are interested. 
In f a c t , these investment companies are "mostly managing agencies 
under a d i f f erent name, investing, mainly in companies managed by a 
1 
particular agent" and are, in e f f e c t , more aJcin to ' f inance 
companies' or 'holding companies' rather than investment trusts. 
Thus, the basic object ive of an investment trust, namely, independent 
selection of investnaents on 'merits' with due regard to safety and ^ 
d ivers i f i ca t ion is not served in India .Further,under the existing 
system of taxation, the income of investment trusts i s subject to 
double taxation. Not only the company in which the investment 
trusts have holdings have to pay tax in the f i r s t instance but 
1. ST.Das: Industrial Bnterprize in India. Bombay, i960, p 69. 
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the investment trusts are also subject to tax at the intermediate 
s tage . This a f f ec ts the p r o f i t a b i l i t y of* investment companies 
and in consequence there i s l i t t l e incentives f o r investment 
through investment companies. Yet another l imi t ing factor is 
that tne nature of the business of a majority o f investment 
companies in India is not consistent with the concept of invest-
ment trusts . As already mentioned, they are also concerning them-
selves with several other types of businesses such as advancing 
loans and giving gujarantee, sett ing up of subsidiaiy companies, 
acting as secretary and treasurers, constructing buildings, 
carrying on hire purchase and insurance business, dealing in 
cotton and so on besides doing invesinent business. Again, a 
large number of the investment con^anies in India are pr ivate 
l imited companies in which general public is not permitted t o 
invest . As a result the resources of these companies are too 
inadequate to obtain adequfete d i vers i f i ca t ion which defeats the 
very purpose of investment trusts. But this is not a l l . Even 
the meagre resources of these companies are not properly d ivers i -
f i e d and are loclsed up in concerns in which managing agents are 
interested. F ina l l y , investment trusts have also f a i l e d to 
provide expert management because they are managed by a particular 
group and professional experts are hardly consulted. No wonder, 
therefore^ that the role of investment trusts in the promotion of 
savings and investment has been rather depressing. 
This does not suggest that there is no scope f o r the i r 
development. I f investment trusts in India have not so f a r made 
any impression in the capital market i t i s because they have not 
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seriously addressed themselves t o this task. Given congenial 
atmosphere they w i l l go a long way in mobilizing savings f o r 
economic development. This chapter, there fore , attempts to 
answer two questions. Is there any scope f o r the Investment 
Trust in the context of the economic development? I f so, what 
should be the structural pattern to suit Indian c o n d i t i o n s . V 
In P a r t I , I w i l l discuss the scope of investment trusts in the 
context of the planned economic development. The second part 
of the chapter examines the structural pattern suited to Indian 
condit ions. 
PAHT I 
Scope f o r Development 
Although i t is true that the rate of savings and conse-
quently the volume of savings seeking investment through stock 
exchanges, i s r e l a t i v e l y low as compared to industr ia l ly 
advanced countries of Western Europe and America, recent trends, 
/spec ia l ly with the progress of the planned development of the 
economy in India"?- indicate, by and large , an augmentation of 
savings into stock exchange investments. This i s borne out by 
the data, ftn consents f o r capi ta l issues to non-government 
companies, which roughly indicate the intention of the pr ivate 
sector . Prom a perusal of Table T . l i t is evident that the data 
show a substantial increase in the annual average moving up from 
Es 139 crores dxiring 1956-60 (roughly corresponding to the second 
plan period) to lis 214 crores during the three years 1961-63. 
The data on capi ta l actually raised by the private sector companies 
III. 4 
TABLE Y . l 
OOJRJBUT JOB CAPITAL ISSUES 
NOH-GOVERMENT COMPANIES 
Total Amoimt 
( in corores of rupfes) Year 
Sliares 
(ofher than bonus 
and debentures) 
1956-60 95.7 139.00 
(Annual average 1 )
1956 108.9 170.70 
1958 66..3 89;iD0 
I960 113.9 150.10 
1961 132.7 185.10 
1962 163.1 219.50 
1963 141.3 237.60 
Source: Compiled from Reserve Bank of India Bul let in* Bombay 
June, 19(34, p 741. 
also show the same trend. Thus, the annual average of capitsil 
raised against consents as we l l as under exemption order f o r the 
period 1961-63 was higher at Rs 95 crores as against Rs 71 crores 
1 
in the preceding four years ( 1 9 5 7 - 60 ) . Looked at from another 
angle, the same trend, i . e . augmentation of funds in the stock 
exchanges, i s noticeable. The data co l lected by the Reserve 
Bank of India from public l imited companies in the pr ivate 
sector regarding issues of f resh capi ta l reveal a consistent 
increase since 1951 with the growth of the corporate sector . 
1. Reserve Bank of India Bul let in. Op.Cit . , p 742. 
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Althoiigh there have been f luctuations from year to year, the 
magnitude of new issues has increased from less than Es 5 crores 
in 1952 to fe 43 crores in 1959. This r i s ing trend in issue 
ac t i v i t y continued in the subsequent years and the magnitude of 
new issues rose steeply to Es 96 crores by 1962. There was, howeverr, 
a sharp set-back during 1963 as a result of which the amount of 
new issues declined to fe 51 crores, but even this f i gure is 
1 
higher than in any year prior to i960. This set-back in 1963 
was caused by the declaration of emergency due to the Chinese 
aggression. I t i s , thus, obvious that the f l ow of savings through 
stock exchanges on an increasing scale has become a character ist ic 
feature of Indian economy in recent years. 
Apart from the augmentation of funds in the stock exchanges, 
another notable change is the sh i f t in the investors' object ives 
of 'savings f o r savings sake' to 'savings f o r p ro f i t s sake.' I t 
appears that in addition to safety and regularity of income, consi-
derations of cap i ta l appreciation have also influenced the ob ject ives 
of small investors. Clear ly , this change in the att itude of the 
small investors has stimulated the f l ow of savings into equity invest-
ment as i s eviaent from a recent study of the Reserve Bank of 
India. The amount of ^resh capita l issued, presented in the 
Table V . I I , show unmistakably the growing popularity of equit ies 
among investors and their wil l ingness to provide r i e^ cap i ta l to 
industry in the context of the prevai l ing favourable capi ta l 
market condiiibns. Thus, both in terms of the number of issues 
and the amount raised, equit ies show an appreciable r i s e . In 
1. Reserve Bank of India Bul let in, Op.Cit. . p 742. 
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table y,ii 
CIASSIFIGAIION OF CAPITAL ISSUES 
(te in orore^ 
Year Total Issues Securit ies 
No. Amount Ordinary shares Preference 
shares 
Debentures 
Uo. Amount No. Amount No. Amount 
I960 115 56.13 93 46.78 
(83,3) 
17 5.28 
(9 ,4 ) 
5 4.08 
(7 .3 ) 
1961 180 60.11 153 54.5® 25 . 4.53 2 1.05 
1962 174 97.60 145 56.98 
(58 .4) 
20 2.62 
(2 .7 ) 
9 38.00 
(38.9) 
1963 139 51.04 113 45.01 
(88.3) 
22 3.00 
(5 .9 ) 
4 3.03 
(5 .9 ) 
Tota l 608 264.88 504 203.30 
(76.8) 
84 15.43 
(5.8) 
46.16 
(17.4) 
(Figures in brackets are percentages t o t o t a l ) 
Source: Compiled from Reserve Banfe of India Bul le t in . Op,Qit«« 
p. 743 
terms of number of issues the data show that out of the t o t a l 
issues of 115 du^ring i960 as many as 93 or about 80 per cenf 
of the to ta l reL'ited to equi t ies . The corresponding percentages 
f o r 1961,1962 and 1963 are 85,83 and 81 respect ive ly . S imi lar ly , 
in terms of the amount raised through equit ies to the to ta l 
amount of capi ta l issues, ordinary shares account f o r a pre-domi-
nent part . Their share ranged between 83 per cent to 90 per 
cent between 1960-63, the over -a l l percenfinge being about 77^. 
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The popularity of equit ies and the Investment consciousness of 
the investors are further demonstrated by the response accorded 
by the investing public to various cap i ta l issues. She data 
presented in Table V . I I I (on the next page) indicate highly 
encouraging response in the context of the favourable investment 
cl i iaate. Thus, ais many as 39 of the 51 issues made during i960, 
f o r which information i s ava i lable , were over-subscribed and 
4 issues were f u l l y subscribed. The response in respect of 
8 issues only was unsat is factory. During 1961, of the 85 issues, 
42 were over-subscribed and 15 f u l l y subscribed. The number of 
under-subscribed issues was 28. In 1962, however, due t o a 
slackening trend towards the closing months of the year as a 
resu l t of the declaration of emergency, out of 69 issues 42 were 
over-subscribed, 4 ful ly-subscribed and 23 TOider-subscribed. 
As regards the degree of response; a net amount of fe 17.4 
crores o f f e red in respect of 51 issues in i960 fetched fe 176.3 
crores from the investing public or more than ten times o f f e r . 
During 1961 and 1962, the response was around 4-5 times the 
o f f e r , the amount of Rs 16.4 crores and Rs 26.5 crores o f f e red to 
the public fetching Es 69 crores and Rs 136 crores respect ive ly . 
Security-wise analysis of the response shows that a large number 
of auccessful f l oa ta t ions were in respect of equity issues, 
indicating the growing interest in industr ia l securit ies by the 
investing public induced by considerations of growth prospects 
and capita l appreciation. The response to preference shares and 
debentures was generally not very encouraging. Thus, from the 
above discussion i t can be concluded that the recent trends in 
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cap i ta l issues in the private sector show that the f low of savings 
in the capi ta l maricet has incres^ed substantial ly* The r is ing 
trend of capi ta l issues over the y e a r s also suggests the growth 
of invest ihle f\mds comhined iLlth. the growing investment interest 
among the investors. C^he considerations of capi ta l appreciation 
have been responsible f o r diajointe d ever increasing f low of 
funds into equity investmentsK But the ins t i tut iona l frame work 
of the Indian capita l maricet leaves much to be desired. In the 
absence of proper intermediary inst i tut ions i t i s the speculators 
who ca l l the tune and not the genuine investor. There i s , 
there fore , need and scope f o r genuine investment trusts which 
would provide a channel f o r investment of funds of those who I 
want t o invest in equities but lack the necessary qual i f icat ions 
t o undertake the job on their own. How this can be accomplished 
i s the subject matter of the next sect ion. 
PAET I I 
STRUCTXIEAL PATTERH SUITED TO INDIAH OOETIiITIOHS 
The analysis in the above section has shown that ^ v e n " 
congenial atmosphere -iaa investment trusts companies w i l l play 
a s ign i f i cant part in the Indian capi ta l market. In view of 
th is I have put forward ajn outline of a scheme f o r the promotion 
of investment trusts in India. To begin with, I pre fer the 
open-end investment companies to the closed-end companies f o r a 
number of reasons. In the f i r s t place, the easy redemption of 
invested funds at any point of time, with consequent advantages 
from the point of view of l i qu id i t y , would be preferred by 
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investors. In the second place, the continuous sale of secur i t ies 
by open-end companies, coupled with the aggressive sales technique, 
w i l l go a long way in popularising investment companies among 
investors, fur ther , the open-end companies provide d i f f e r en t 
type of funds to me-fetthe requirements of d i f f e ren t types of 
investors. This w i l l also provide an incentive to the investors 
to purchase shares of investment companies, f i n a l l y due to the 
provision of the distr ibution of cap i ta l gains along with the 
dividends the investors w i l l pre fer an open-end type of invest-
ment comply . The experience of the investment trusts in the 
fo re ign countries, part icular ly in the United States of America 
Where open-end type of investment companies have out paced^the 
closed-end companies provides a good example. Perhaps i t was 
in realissation of this fac t that the Shroff Committee appointed 
by the Reserve Bank of India ( re ferred to e ^ l i e r ) also recommended 
the sett ing up of unit trusts (tbe Br i t ish Counterpart of open-end 
companies). 
However, the distr ibution of capi ta l gains by the open-end 
companies i s by no means a desirable attr ibute because such 
distr ibut ion can be made, as the American experience shows, to 
the detriment of the f inanc ia l health of the investment companies. 
In th is respect, the semi-closed and investment trusts of Japan 
model is more suitable to Indian conditions, provided the r ight 
of redemption is not l e f t t o the management companies but is 
stipulated as a l ega l or statutory r ight of the investment trusts. 
As regards the i r business the investment trusts in India 
should not undertaice supplementary functions l ike under-writing ebb 
V . l l 
True, if investment companies engage in under-iwriting of new 
main 
issues, incidental to their/function, i t may be of help in that 
it provides opportunity for the trusts to acquire, in such cases 
where the securitiejs under written are considered suitable for 
investment by the trust, a bleclc of securities at special terms. 
But this, by its very nature, involves great financial risic 
which the investment companies cannot afford to bear. The English 
and American experience may be recalled here. During the 
depression of the 1890's investment companies in England had 
come to grief due to their under-taking such functions. Similarly 
the American investment companies suffered heavy losses during 
the depression of the 1929's. In view of the concomitant finan-
cifil risK involved in aiuoh functions ana also in the light of 
experience in foreign countries, it is suggested that Investment 
companies in India should leave these functions for other inst i -
tutions such as Issue Houses, specialized finance and develop-
ment corporations and consortium of banJfcs and l i f e insurance 
companies and so on. 
Although unit trusts do not call for as much of day-to-day 
management of portfolio investments as the management investment 
trusts, the integrity and proven records of the sponsoring manage-
ment group is essential for the establishment and successful 
operation of imit trusts in India. There is , moreover, some 
» 
scope for managerial malpractices in the tinit trust organissation. 
The Departmental Oommittee appointed by the Board of Trade 
(Anderson Committee) in England in 1936 listed a number of c r i -
tcisms and dangers in connection with the unit trust movement, 
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namely, ( l ) misleading propaganda and advertisement (2) dual 
role of management companies as agents of sub-unit holders and 
principals in the purchase of underlying securities which give 
room for considerable trading profits (3) method of f ixing 
sel l ing prices, in respect of which there is a temptation to 
the management to select the method most advantageous to i t s e l f . 
(4) lacfe of precision in the terms at which some management 
companies undertake to buy back sub-units which might be taicen 
advantage of to escape from postponment of repurchase obliga-
tions, especially in the rapidly fa l l ing market, (s ) collection 
of service charges In one lump sum out of capital instead of 
debiting revenue yearly with the cost of management, (6) absence 
of responsibility of management companies to the sub-unit holders 
and lack of control by sub-unit holders, (?) excessive commission 
paid to bro»kers on the sale of sub-units, ( s ) market risks 
involved in antoma-tic buying and selling; both the processes 
might disturb prices disproportionately to the amount involved . 
and (9) exercise of voting rights. Companies in which unit 
trusts hold a considerable proportion of the shares might suffer 
both by the divorce of control from beneficial ownership since 
voting rights are controlled by the management of the unit trusts 
— and possibly by concentration of power in an association of 
unit trust managers. While some of these matters can, no doubt, 
be regulated through legislation, theve would s t i l l be a large 
area in respect of which the need for integrity on the part 
of the management cannot be over-emphasized. Besides, experience 
^.O.^erriman. Unit O^rusts and How i'hev Work« I>ondon. 1959. 
Appendix I I , pp 79-80, 
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in investment techniques, contacts with the relatively big 
corporate houses and familiarity with the prohlems of industries 
axe some other prerequisite for sound management. Moreover, 
there is also the need for a f a i r ly large organization on a 
country-wise hasis on the lines of net-work of organization and 
selling technique of the U.S.A. Considered from a l l these 
aspects the balance of advantage lies in developing management 
companies - trustee structure which provails in the U.K., Japan 
and also partially in the United States, for not only inaugurat-
ing the movement but also for providing sustenance, particularly 
at times of stresses and strains. A divorce between management 
and custody with well recognized rights and duties of a l l parties 
concerned is essential for providing internal checTj: and increased 
safety of the funds of investors. Therefore, some of the prominent 
industrial houses, banks, brokers firms and insurance companies 
seem to be the appropriate agencies to organise and sponsor imit 
trusts in India. Shis is particularly so, because, a unit trust 
to be able to f u l f i l its objectives, must be of a f a i r size, so 
that, among other things, it can be in a position to provide a 
reasonable scale of diversification of investments. While manage-
ment may be l e f t to the financial institutions and the large 
brokerage firms, trustee should necessarily be required to be appointed 
from leading schedule bank on trustee companies attached to them. 
Even some of the existing well-run investment Companies can also 
organise unit trusts or convert themselves into unitTrus1s.Availability 
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of suitable hlooks of portfolio seeurities and investment 
experience accumulated over a long period of time are points in 
tiieir favour. 
It must "be stressed, however, tbat in a scheme for promotion 
1 
of investment trusts, tax concessions have a significant place. 
The attraction of investment in investment company shares for the 
relatively small investors lies not merely in its safety but also 
in a reasonable return with prospects of some appreciation of the 
original capital investment. I f unit trusts are to give a good 
account of themselves, a measure of tax concession is inevitable. 
Under the existing system of corporate taxation investment 
oompgcaies are exempt from super-tax in respect of such of their 
income as is derived from dividends paid by a compai^ which has 
paid or would pay super-tax in respect of the profits out of 
which such dividends are paid. Their incomes are, however, 
subject to income-tas:. In spite of this concession even most 
of the investment trusts in India, which function on the lines 
of true investment ti-usts, are not able to provide sufficient 
attraction to the small investor in the matter of returns 
offered as well as capital appreciation. It appears, therefore, 
that in fostering the growth of investment trusts in India, 
there is strong case for exemption of the trust income from tax. 
! • Reserve Bank of India Bulletin? "Investment Trusts," Bombay» 
I960, p 1467. 
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Without this exemption, it would mean that, an investor, who 
resorts to investment trusts, as an intermediary for investing 
in equities is worse off than i f he were to invest directly, 
other things remaining the same. For, the investment income of 
the trust wi l l be subject to income-tax and this income wi l l 
again he subject to deduction of tax at source when this income 
of the trust is distributed by the investment trusts as dividends 
to unit holders. This, in fact, is the position in respect of 
investment trusts under the present scheme of taxation. To meet 
this situation i t is desirable that in addition to exemption 
from super-tax, the trust-income should also be exempted from 
income-tax. The grant of this concession would, of course, be 
subject to suitbhie safeguards against abuse. One of these 
should be to ensure that the income of the trust, after meeting 
the prior charges like management remuneration and expenses and 
trusts fees, should be entirely distributed. The condition now 
being applied to investment companies qualifying for super-tax 
exemption namely, that capital profits (which bear no income-tax 
though these are now being taxed for capital gains) should not be 
distributed may continue. It may also be desirable to place some 
restrictions on sales and purchases of securities to prevent the 
investment companies from engaging in speculative transactions to 
take advantage of the tax concession. I t may be of interest 
to recall the provisions of the Internal Oode Revenue in the 
United States of America which exempts investment companies 
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from income-tax if they distribute to shareholders not leas 
than 90 per cent of their income provided ( l ) at least 90 per 
cent of their income is derived from dividends, interest and gains 
from the sale of securities, (B) less than 30 per cent of their 
income is derived from the sale of securities held for less than 
three months; (3) at least 50 per cent of the assets of the 
investment company is represented by cash and securities that 
are not more than 5 per cent of the total securities of any one 
company nor more thaJi 10 per cent of the voting securities of 
one company and (4) no one issue represents more than 25 per cent 
of the assets of the investment trust (excluding government 
securities and securities of other regulated investment companies). 
Similar incentives ma,y be provided in India also. Since invest-
ment trusts are conduits for channellising the investment income 
from industrial companies to shareholders of the investment trusts, 
i t is imperative to recognise that any taxation at the inter-
mediary stage wi l l malte i t d i f f icult for the investment movement 
to succeed in any large measure. I t is necessary that adequate 
t^x concession must be made available with adequate safeguards 
to ensure that such exemption is not abused for the purpose of 
tax evasion. 
Another consideration that w i l l stimulate the growth of invest-
ment trusts in India is the provision of safeguards and protection, 
to the investors. We have seen in Chapter lY that even in the 
United Kingdom, the United States of America and Japan, where 
small investors are more enlightened in matters of investments in 
steequities, there are special legislations for regulating the 
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working of investment trusts. Surely, a measure of this nature 
is long over due in India particularly because small investors 
are not competent to protect their interest themselves. With 
the experience gained from the administration of the comprehensive 
and rather complex provisions of the Indian Companies Act, it 
should not be d i f f icu l t to frame adequate legal provisions to 
regulate investment trusts. At present, the investment companies 
in India function under the companies Act and there is no 
separate legislation. It i s , therefofe, advisable to bring 
the investment triists in India together with the proposed unit 
trusts under a separate piece of legislation. 
Among others, the proposed special legilation should 
provide the following: ( l ) adequate diversification of the 
investment portfolio; ( 2 ) a ceiling in regard to investment in 
one security (3) ceiling on managerial and other remuneration 
paid to management (4) furnishing of annual reports and audited 
accounts etc. and (5) retirement of the management personnel i f 
the trustee feels that the interests of the investors wi l l be 
best served. It may thus be laid down that at least, say, 75 
per cent of the assets of an investment company nnist be spread 
in such a manner that not more than 5 per cent of the assets are 
invested in any one compaEy and not more than 10 per cent of 
the securities of one company are owned. This indicates the 
minimum degree of diversification of investments which the Act 
can well impose on :Lnvestment companies in India. 
Shirther, in order to faci l i tate their regulation the proposed 
act (referred hereafter as the Act) should make provision for the 
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compulsory registeration of the Investment Companies with the 
"is 
Company I'aw Board. The coanppasd /^thus registered should be required 
to f i l e certain documents, giving f u l l informatign about their 
organizations and operations etc. Registered companies must 
be required to disclose their policies in respect of the type 
of investment fund they operate, the issue of senior securities 
the portfolio turnover, the concentration of investment in a 
particular industry or group of industries, the borrowing of 
money and other details. J'urther, the Sompany law Board 
(referred hereafter as the Board) should also require the company 
to f i l e a statement about the business experience of each of its 
of f icers and directors. If the Board is not satisfied with 
reports and the registration statement, it aay not allow the 
company to operate as an investment company. These statutory 
requirements would enable the prospective investors to get 
conplete and accurate information about any investment company. 
The Act should also prohibit the appointment of certain 
persons as managers. For example, persons, connected with 
investment advisory organizations of the company may not be 
appointed directors. Further, they may be prohibited from 
engaging in certain activities, v iz , such companies may not 
purchase any security on margin, participate on a joint or joint 
and several basis iji any trading account in securities, or 
engage ijti short sel l ing. Changes in major investment and 
operating policies should likewise be prohibited unless authorized 
by a majority of the holders of outstaiding securities entitled 
to vote. 
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The Act should also lay down that a registered investment 
* 
company must have a minimum net worth before making a public 
offering of its securities. Ihe Board should be authorrized to 
investigate the size of the investment trusts, to ensure that 
there is no concentration of control of wealth and that the 
operation of the investment companies is not inflexible and 
unwieldly. 
If the management of the investment companies is allowed 
to enter into long term contracts with investment advisory 
organizations, their replacement may be d i f f icult and the 
company would have to pay heavy penalities. To guard j^against 
this , the Act should provide that advisory contracts should be 
effective only, sajr, for two years, subject to renewal, at least 
once a year, by the directors or the majority of the share-
holders. Further, either of these groups should have the 
power to terminate the contract at any time, without payment 
of penalty, on written notice to the investment advisors. In 
addition, the advisory contract must automatically terminate in 
the event of its assignment by the investment adviser. Security 
distributing contracts may similarly be restricted. 
The Act should also regulate the manner in which directors 
are elected and increase the stoclc holder's control of the 
directorate. With regard to trusts wh©&e share holders do not 
4 . Net worth represents the total assets of the company inclad-
ing reserves and surplus minus the total l i ab i l i t i es . 
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have the right to elect the trustee, holders of 10 per cent of 
the outstanding stock should have the right to require the 
trustees to cal l a meeting of the share holders to vote on the 
removal of any trustee • 
Sponsor and others connected with Investment companies should 
be limited in their dealings with the companies. They should not 
buy general market securities from such companies and conversely, 
thefe individuals may not se l l general market securities to 
registered investment companies. Further, the sponsors and other 
a f f i l i a ted persons may not borrow money on other property from 
the investment company. 
Brokers a f f i l ia ted with registered investment companies 
should charge only the customary broker's fee for any translation 
in which they act as brokers for the investment company. In 
addition, a registered investment company should place its securi 
ties in the custo^r of specified individuals and those employees 
who have access to the securities or funds of the company must 
be bounded. 
In order to guard against abuses in connection with the 
capital structure of investment companies, particularly of 
leverage closed-end companies, the Act should provide for 
certain restrictions on the issue of senior securities. One such 
limitation should be that a company may issue bonds only i f the 
asset coverage is at least 300 per cent, whereas for preference 
shares, the coverage should be at least 200 per cent. 
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The open-end companies should be forbidden by the Act to 
se l l senior securities. Inasmuch as this type of company agrees 
to redeem its common stocks at any time at the liquidating value 
the margin of protection for any outstanding senior security 
would run the risk of serious reduction as a result of the 
deaand for redemption on the part of the common stockholders. 
However, to meet short term requirements, bank borrowings may 
be permitted, provided the asset coverage remains, ss^ at 300 
per cent. 
The Act should also incorporate detailed provisions for 
f u l l disclosure of facts by investment companies. A registered 
company must be required to f i l e comprehensive reports with the 
Company Law Board and must send reports to its shareholders, at 
least half-yearly, presenting ( l ) balance sheets, (2) income 
statements itemized at least with respect to each category of 
income and expenses representing more than, say, of total income 
or expenses (s) a surplus statement similarly itemized (4) a l i s t 
showing the values of securities o?/ned and the extent of holdings 
(5) a statement of salaries paid to the management and (6) a state-
ment of aggregate purchases and sales of investment securities 
made during the period covered by the report. The financial 
statements must be certified by an independent auditor, elected 
by the shareholders of the company. 
In order to ensvire enforcement of the Act penalities may be 
provided for those who wi l ful ly violate any of the provisions 
of the Act. The penalty can include imprisonment, say, upto two 
years as well as large f ines. An individual who is convicted 
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of violating any provisions of tlie Act may be debarred thereafter 
from serving as a director, of f icer , investment adviser, or 
depositor of a registered investment company. 
Apart from the enactment of a separate legislation, another 
aspect of the scheme of organizing the investment trusts in India 
is the legal questions that would arise in the case of unit 
trusts. The followi:Qg problems in particular, require serious 
consideration. 
The f i r s t legal problem that requires modification in 
relation to open-end companies is the provisions of the capital 
Issues (Control) Act. Under this Act a company has to obtain 
the sanction of the controller of capital Issues before issuing 
any security for public subscription. Since these companies make 
continuous offering to the investing public this provision would 
be an obstacle to the exfjansion of the investment companies • 
Obviously this calls for suitfele exemption to the proposed trusts. 
Besides some modification in Companies Aot also merit atten-
tion. Firstly, under section 77 of the Indian Companies Act, 
1956, a company cannot re-purchase its own shares unless the 
consequent reduction of capital is effected and sanctioned in 
pursuance of sections lOO to l04 or of section 402. In terms of 
section lOO of the Qompanies Act restrictions are placed on 
reduction of capital in relation to redemption.6pen-end investment 
trusts buy back the shares from the public as and when desired. 
Therefore, if unit trusts are ^mcorporated as Companies, 
the applicability of section lOO of the aompanies Act 
regarding reduction of capital in relation to redemption and 
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section 77 regarding re-purchase of the shares of investment 
trusts, would require substantial modification in relation to 
open-end investment trusts. 
Secondly, under section 81 of the Indian Companies Act 1956 
the existing shareholders of a company have a prior right to 
purchase the additional shares issued by the company. Since one 
of the fundamental objectives AS -fi-nvestment conpaaiee is to 
mobilise savings from as large a part of the population as 
possible this section regarding pre-emptive rights of existing 
equity holders would require to be relaxed in the case of open~ 
end companies. 
Thirdly, section 372 of the Oompanies Act 1956 regarding 
investments lay investment trusts in the shares of other companies 
would require to be considerably relaxed so as to permit easy 
investmenfc of funds by such investment trusts. 
J'inally, since open-end investment companies would partly 
distribute their income from capital gains, the applicability 
of law, particularly in the light of judicial decisions regarding 
distribution of capital gains would require to be reviewed. 
I f investment trusts in India are organized on the lines 
suggested above, they wi l l , undoubtedly, succeed in mobilizing 
the savings of the people for the economic development of the 
country. Although the setting up of the Unit Trust of India 
by the {government is a step in the right direction, it cannot 
cope with the gigantic needs of the country. To assess its 
effectiveness in the light of the scheme outlined above I have 
analysed the Unit Trust of India in the following pages. 
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This re-appraisal of the Unit Trust of India has been made 
under the following* heads: ( l ) Capital structure, (2) Managemenli 
(3) Special beji€flirfesand incentives accruing to unit holders and 
(4) investment policy. ^ 
Under section 4 of the Unit Trust of India Act, 1963, the 
in i t ia l capital of the Unit Trust of India w i l l he ils 5 crores 
which wi l l be contributed as under? Reserve Bank of India 
Bs 2.5 crores. Life Insurance Corporation of India Hs 75 lalchs. 
State Bank of India and its subsidairies Es 75 lakhs and other 
institutions, namely, schedule banks and other financial inst i -
tutions fe 1 crore. If the contribution from other institutions 
is les^than one crore of rupees, the Reserve Bank of India 
shall contribute the deficiency. If at any time, however, the 
Board of Trustee is of the view that the amount of in i t i a l capital 
2 
is in excess of the requirements of the Unit Trust of India, 
i t may refund the whole or any part of such capital to the 
contributing institutions, '^ he Reserve Bank of India, the Life 
Insurance Qtftporation of India and the State Bank of India and 
its subsidiaries not te permitted to transfer their contri-
butions to other institutions, but this faci l i ty is enjoyed by 
o ther c ont ribu tories. 
With regard to the management of the Unit Trust of India 
the general superintendence, direction and management of the 
business of the Unit Trust of India are vested in a Board of 
1. See Appendix B. 
2. ^'or the sake of convenience I have used the world U.T.I , 
for the Unit Trust of India. 
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Trustees. The Board shall act on business principles regard 
being had to the interest of the unit holders. The Board shall 
consist of nine or ten members, the Ohairman and an executive 
trustee being appointed by the Reserve Banlfc of India. The other 
trustees w i l l be appointed as follows: Reserve Bank of India 
4 trustees, Life Insurance Corporation of India 1 trustee, 
State Bank of India 1 trustee, other financial institutions two 
trustees. The Board wi l l be assisted by y'executive Oommittee 
consisting of threje or four members, i . e . ( i ) The Chairman of 
^he Board, ( i i ) Executive Trustee and ( i i i ) two trustees nominated 
by the Reserve Bank of India. The Board shall formulate a 
1 
scheme in accordance with which units wi l l be sold by the U.T.I . 
The scheme wi l l provide for the sale of units, representing and 
backed by a l l investments made by the U.T.I . The face value of 
the unit w i l l not be less than fe lO or more than fe lOO.OO The 
units w i l l be sold at prices determined by the U.T. I . , having 
regard to the dividends declared by i t on the face value of the 
units. The U.T.I,, wi l l also buy back the units, if necessary, 
at prices announced by the Trust from time to time. There wi l l 
be no limit to the number of units whihh can be purchased and 
held by unit holders. 
Special Benefits and Incentives: 
The provisions relating to the allocation and disposal 
of the income of the U.T.I and rel ief from taxation are specially 
noteworthy. The total gross income and expenses in any year 
w i l l be allocated as between the init ial capital and the capital 
representing the face value of the units sold and outstanding 
1. Appendix 0 
III. 26 
at the end of the year. Management expenses w i l l be limited 
to five per cent of the gross income allocated to the units, the 
actual expenditure, i f any, in excess of this cieling being 
charged to the conditions to the in i t ia l capital. At least, 
90 per cent of the gross income less the management and other 
expenses allocated to the units w i l l be distributed to the unit 
holders . 
The grant of re l ief from taxation is calculated to f a c i l i -
tate the operation of the U.T.I , and to, encourage savings by 
individuals in the form of units. The U .T . I . , as an institution 
acting for and in the interest of the unit holders, w i l l be 
exempted from the payment of income tax, super-tax and other 
taxes on income. T^e contributories to the init ia l capitals w i l l 
be exempted from the payment of super profit tax on the income 
accruing to them dja respect of their contributions. The unit 
holders wi l l be exempted from income tax to the extent of Rs 1000/ 
Also, such income is exempted from super-tax in the case of a 
I 
unit holder who wauld not have /liable to pay super-tax but for 
the inclusion of this income in his total income. The U.T.I , 
and the unit holders in regard to their respective incomes 
w i l l receive the amounts without deduction of income tax at 
source. 
Method of Operation:^ 
The U.T.I . h£is been empowered under section 19 to transact 
the following types of business: 
(a) selling and purchasing units; 
(b) investing in acquiring, holding or disposing of securities 
and existing and enforcing a l l powers and rights idential 
thereto; 
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(fl) keeping money on deposits schedule "banks or with such 
other institutions as may be prescribed? 
(d) generally, doing a l l such matters and things as may be 
identical to or consequential upon the discharge of its 
functions under the -^ct 
The U.T. I , has been specifically prohibited from acquiring 
any immovable property except for its own use. 
Investment Policy? 
The investment policy of the U .T . I , would normally be in 
conformity with the objectives of a ' f l ex ib l e unit trust' . Its 
investment portfolio would, therefore, comprise government 
securities, bonds of public authorities, industrial debentures, 
preference shares and equity shares of corporations. The manage-
ment of the U.T. I , would have to strike a proper balance between 
the two principles of security of principal and return ^ capital 
In addition, the underlying securities of the U .T . I , should be 
marketable. The operation of the U.T.I , would be'guide.d by the 
principles of scientif ic investment. This approach suggests that 
the U.T.I would ordinarily have in its portfol io, a balanced 
proportion of safe and liquid securities as well as growth stocks 
offering prospects of c a p i t a appreciation and reasonable return 
on capital invested. In the regulations framed for the functionig 
of the U .T . I , guide lines have been provided in this behalf. 
These are, f i r s t , th4 investment by the U.T . I , in any one company 
should not exceed 5 per cent of the value of the total investible 
fund of the 'J r^ust or lO per cent of the value of the securities 
issued and outstading of such company, whichever is lower. 
Secondly not more than 5 ^ of the investible funds should be invested 
in the in i t i a l issues of securities of new industrial undertakings. 
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There are many aspects of the U.T.I . which require careful 
consideration. The f i rs t question to he considered is : Should 
the Unit trusts be the monopoly of the public sector or should 
a number of similar institutions be set up in the private sector 
too? There is a stuong case in favour of a competitive in 
contrast to a monolithic, structure in this f ie ld of investment. 
On economic grounds, indeed, there is every justification for 
having a number of unit trusts in the country. The most 
important argument against a single unit trust, whether in the 
public or private sector, is that such a trust w i l l not be able 
to o f fer a variety of investment plana to suit the requirements 
of different individual investors. Those who have followed the 
development of siioilar institutions in Weatern countries w i l l 
recognise that the popularity gained by unit trusts during 
recent years is in no small measure the result of imagination 
and ingenuity shown by the organizers in devising new types of 
investment plans. Mpart from this, there is vast scope in the 
investment f ie ld to follow different investment objective, 
involving varying emphasis on current income and future growth. 
To i l lustrate, a isacagnlt study of American open-end investment 
comp,anies (the American equivalent of xmit trusts) classif ied 
them into the following groups from the view points of port-
f o l i o composition and investment objectives. 
V.29 
TABIS V.4 
TYPE OP IWESTH3NT OOilPANraS BY P0B2P0LI0 COMPOSITION 
Classification by Porfolio Composition No. of companies 
1. Balanced 53 
2. Oommon Stock Funds. 63 
3. Industry fund - balanced 1 
4. Industry fund - common stocks 10 
5. U.S.Regional Investment Punds 5 
6. Canadian Investment Punds 5 
7. Bonds Funds 11 
Total . . . 148 
TABLE V.5 
TYPES OF COMPANIES BY INVESTMENT OBJECTIVES 
Major Investment Objective No. of companies 
1. Capital growth 34 
2. Capital growth and income growth 20 
3. Capital growth, and current income 45 
4. Current income 9 
5. Capital preservation 2 
6. Capital preservation and capital growth 4 
7. Capital preser-vation and current income 7 
a . Capital growth current income and capital 
preservation. 16 
9. Miscellaneous 11 
Total . . . 148 
SOURCES: G OHuaerce. Bombay, December 14, 1963, p 1012. 
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I t should be ful ly appreciated by the government that the 
most effective wa,Y of mobilizing savings of millions of our 
people for developing the econoiiQr is to provide a variety of 
investment media so as to suit the particular circumstances and 
temperaments of different individuals. What would appeal to one 
set of individual may not appeal to others. 2hat this considera-
tion is of special significance for India cannot be denied. We 
should treat the problem of collecting savings as one of selling 
a "product" to the saver and constantly try to adapt the 'product' 
to suit different circumstances and changing needs, i^?his under-
lines the urgency and the iueytitability of developing a wide 
variety of saving and investtoent institutions. It may be mentioiBd 
here that the great adaptability shown by investment trusts in 
the U.K., in the U.S.A. to the personal needs of individuals, 
investors has been largely responsible for the remarkable growth 
of this institution in these coxmtries. The agigeessive search 
for what wi l l best serve and find acceptance with investors has 
led also to variety in distribution methods. 
There are other weighty objections to a monolithic inst i -
tution. Its effect on the structure of the securities market 
may not be wholly desirable, '-^ 'he concentration of investment 
funds does not allow the free interplay of different opinions 
in the determination of security prices. Active management of 
the security portfolio by the institution is rendered extremely 
d i f f i cu l t , because the extra^ordinary size of its purchases or 
sales has a disturbing effect on the market. 
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Moreover, from the point of view of securing the "best 
results for the investors, a fund of moderate size is preferable 
to a relatively large one. Effective supervision of portfolio 
is impossible when the fund has grown beyond a certain size. 
In a large investment institution, security issues of small 
companiss tend to be ignored, because of the di f f iculty of 
supervising a large number of small investments. Further, 
since a purely investment institution should avoid involvement 
in the control of other enterpriz,es by limiting its holdings 
to a small propoi-tion of their equity, the ta^k becomes 
d i f f i cu l t when the institution is of extraordinary size. 
In the light of the above discussion the Government would 
be well advised to encourage the development of a number of 
unit trusts, competing with one another to secure the best 
results to the investor. At the same time, the Sovernment 
should regulate their activities through appropriate legislation. 
]L1t Another aspect of the U.T.I , which needs some re-thinking 
is the tax exemption. 5^?he exemption from tax granted to the 
U.'T.I, is welcome measure but the exemption granted to individual 
unit holders in respect of income received from the U.T,I , w i l l 
place the direct holding of industrial securities at a dis-
advantage as compared with investments made through the U,T. I . 
In a sense, it penalizes the direct holdings of securities. 
This is likely to lead investors to dispose of their direct 
holdings and invest the proceeds in the units of the U,T.I. 
dn grounds of equity as well as economic effects, the tax 
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concession granted to unit holders should either be extended to 
direct holders of securities also or should be withdrawn. The 
tax concession to the U.T.I , also creates the problem of discri -
mination against a few genuine investment trusts which are 
already operating in the private sector. Fairness to the holders 
of their securities demands that such discrimination should be 
ended. 
Why a Face Value:: 
The purpose of giving a face value to the units of the 
TJ.T.I. is not clear. In fact, it is an unnecessary complication. 
Units of Unit trusts in the United Kingdom have no face value. 
A unit simply represents a participation in the total equiiy of tjie 
trust . Thus, i f there are, say, 5,00,000 units, each unit has 
1/5,00,000 shares in. the income and assets of the Trust. The 
nature of investments in units wi l l be more clear to investors 
by not giving any face value to the units. 
It should also have been clari f ied whether capital gains 
arising from the sale of securities would form part of the 
distributable income of the Trust. The prudent rule is to exclude 
them and this must have been laid down statutorily. 
The pattern of management of the U.T.I , also deserves some 
scrutiny. Unlike the usual types of unit trusts, where the 
management is separated from the trusteeship of the assets of the 
trust - the securities purchased by the Trust - the U.T.I , 
combines both functions. The divorce between management and 
custody with well recognized rights and duties of a l l parties 
ooncemed ia assential for providing internal check and increased 
safety of the funds of investors, therefore, it would have been 
better i f they were separated in the case of Unit Trust of India. 
Finally, the provisions of buying back of units of the 
U.T.I , also need some change. She relevant part of the Act reads: 
"The units wi l l be sold at prisres determined by tne Trust having 
regard to dividends declared by i t on the face value of the 
units. The trust w i l l be prepared to purchase back units, i f 
necessary, at prices announced by the Trust from time to time." 
The buying and selling prices of the units of the U.T.I , must be 
definitely linked to the current value of underlying securities 
and announced dally. This is one of the cardinal principles 
on which unit trusts are founded. The other fundamental principle 
is the right af a unit-holder to se^L back the unit to the 
Trust (or its managers), ^he U.'^'.I. scheme should have given 
clear recognition to both these principles. 
Oonclusions t 
sum up, there is enough evidence to conclude that the 
developing econou^ y offers a favourable setting for the growth 
of genuine investment trusts in India, '^ he augmentation of 
savings into stock exchange investments, the emergence of 
capital appreciation and growth prospects, in addition to 
Safety and regulgirity of income, as investment objectives to 
the small investors and the trend towards broader dispersal of 
income underline the need of and provide the scope for the 
development of intermediary institutions like investment trusts. 
It i s , indeed, unfortunate tliat an institution which could 
accelerated^ tempo of economic development has fa i led to make 
any impression in the capital market. This is attributable to 
the fact that they not only do not function as independent 
investment trusts but also suffer from the inequity of double 
taxation. They wi l l go a long way in mobilizing savings, 
particularly of the small investors, and channelling them for 
economic development throiigh the stock exchanges, if they are 
subjected to stringent regulatory control and vigilance of the 
government, .given tax concession and assured competent and 
enlightened management. However, our analysis of foreign 
cotintries as well as conditions in India show that unit type of 
investment trusts, in view of their unique characteristics, of fer 
a pattern more suitable for catering to the need of investors. 
Realising the need for mobilising savings, fhe Sovernment of 
India has set up Unit Trast of India but unfortunately the 
Unit Trust of India can hardly cope with the gigantic needs of 
the country. Apart from the fact that one institution cannot 
meet the varied investment requirements of hatrogeneous investors 
the management pattern, the taxation and redemption features 
leave,. « b auch to be desired. I f unit trusts are to give a good 
account of themselves they should be organized on the following 
lines. 
In the f i r s t place, the Government should enact a l eg is -
lation permitting the leading industfial houses, broker's firm 
banks and insurance companies to sponsor unit tirusts, under the 
guidance and vigilant supervision of the government.^o ensure 
sound management, which is the key to the success of such 
trusts, the management company - trustee structure with well 
recognized rights and duties of different parties is suitable 
inasmuch as i t w i l l provide, among others, internal checic and, 
as a result, increased safety to investors. In addition, these 
trusts should also be exempted from the operation of the usual 
taxation laws, subject to adequate safeguards against misuse. 
I ' inally, I fee l that some of the statutory requirements such as 
the control of capital issues, reduction of capital in relation 
to redemption, pre-emptive rights of equity holders, investment 
of funds by an investment trust and distribution of capital 
gains require modification in relation to these trusts. 
'Organized on these lines investment trusts in India would not 
only benefit the small investors and accelerate the tempo of 
economic development but also the dreams of "Peoples Capitalism," 
or "Shareholders Democracy" and"Democratic Socialism" wi l l 
become a reality in India. 
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APPEHDIX A 
1. 2he Asiatic Textiles Company Ltd. 
2. She Birds Investments Ltd. 
3. She Bengal and Assam Investors Ltd. 
4. I he Calcutta Investment Company Ltd. 
5. The Clive Row Investment Holding Company Ltd. 
6. The Dalhousie Holdings Ltd. 
7. Devkaran Haynjee Investment Company Ltd. 
8 . The Eastern Investments Ltd. 
9. P.l.Dinshaw Ltd. 
10. Cxeorge Henderson and Company Ltd. 
11. Homi Mehta & Sons (P) Ltd. 
12. The Investors Trusts Ltd. 
13. The Indian Investment Company Ltd. 
14. J.X. Synthetics Ltd (formerly the J.K. Investment Trust Ltd.) 
15. The Jaipuria Brothers Ltd. 
16. Mafatlal Gagabhai & Co. (P) Ltd. 
17. The Madanganj Ideal Corporation Ltd. 
18. The Orient Trading Company Ltd. 
19. The Oriental Industrial Investment Trust Ltd. 
20. The Pi lani Investment Corporation Ltd. 
21. The Rajasthan Industfies Ltd. 
22. Tiie Raj as than Investment Company Ltd. 
23. Shree Rishaleh Investments Ltd. 
24. Sassoon J.David. 
25. Vasant Investment Corporation Ltd. 
• . . • 
APEBlifDlX B 
THE UNIT TEUST OP IKDIA ACT, 1963 
No. 52 of 1963 30th December, 1963 
An 4ct to provide for the establishment of a corporation 
with a view to encouraging saving and investment and participation 
in the income, profit and gains accruing to the Corporation from 
the acquisition, holding, management and disposal of securities. 
Be it enacted by i'arliament in the Fourteenth lear of the 
Republic of India as follows: 
Chapter I 
J^ RBLIMINAHY 
I ( i ) This Act may be called the Unit Trust of India Act, 1963. 
( i i ) It extends to the whole of India. 
( i i i ) It shall come into force on such date as the Central 
Government may, by notification in the Off icial Gazette, 
appoint. 
Definitions: 
I I In t&is Act, unless the context otherwise requires: 
(a) "Board" means the Board of trustees constituted 
under section lO or section 41; 
(b) "contributing institution" means an institution which 
is , for the time being, a contributory to the init ia l 
capital of the Trust under section 4; 
(c) "contribution certificate" means a certificate issued 
under section 6; 
( i i ) 
(d) " in i t i a l capital" means the capital of Trust referred to 
in section 4; 
(e) "Life Insurance Corporation" means the Life Insurance 
Corporation of India established under the Life Insurance 
Corporation Act, 1956; 
( f ) "prescribed" means prescribed by regulations made under 
this Act; 
(g) "Reserve Bank" means the Reserve Bank of India constituted 
under the Reser\re Bank of India Act, 1934; 
(h) "scheduled bank" means a bank for the t i i e being included 
in tliQ Second Schedule to the Reserve Bank of India Act, 1934; 
( i ) "securities" means shares, debentures, bonds and other 
stock of any company or ther body corporate, whether incorpo-
rated in India or outside, and securities issued by any local 
authority in India, or by the Uovernment of, or a local 
authority in, any such country outside India as may be approved 
by the Reserve Bank and includes trovemment security as defined 
in section 2 of the Public Itebt Act, 1944, but does not include 
mortgages on immovable property; 
(g) "State Bank" means the State Bank of India constituted 
under the State Bank of India Act, 1955; 
(k) "subsidiaiy bank" has the same meaning as in section 2 of 
the State Bank of India (Subsidiary Banks) Act, 1959; 
( l ) "Trust" means the Unit Trust of India established under 
section 3; 
(m) "trustee" means a trustee appointed, nominated or elected 
under section lO or section 41; 
( i i i ) 
(n) "imit" means a tinit issued under the unit scheme; 
(o) "unit capital" means the aggregate of the face value of the 
units sold under the unit scheme and outstanding for the time 
being; 
(p) "unit certificate" means a certificate issued to the 
purchaser of a luait under the unit scheme; 
(«|) "unit holder" means a person for the time being recognised 
by the Trust as the holder of a unit certificate under the 
unit scheme; 
( r ) "unit scheme" means a scheme made under section 21. 
Chapter I I 
ESTABIISHMEST OF THE UNIT TRI3ST OF IHDIA AHD THE INITIAL CAPITAL 
T HEEEOP 
Establishment and Oorporation 
of Unit Trust of India: 
I I I ( i ) The Central Government shall , by notification in the 
o f f i c i a l Gazette, establish a Corporation by the name of the Unit 
Trust of India which shall be a body corporate having perpetual 
succession and a common seal with power, subject to the provisions 
of this Act, to acquire, hold or dispose of property and to 
contract, and may, by the said name, sue or be sued. 
( i i ) The head off ice of the Trust shall be at Bombay or at such 
other place as the Reserve Bank my, by notificaticm in the 
Of f ic ia l ixazette, specify. 
( i i i )The Trust may establish local of f ices , branches or agencies 
at aJiy place in or outside India. 
( iv ) 
In i t ia l capital of Tmst: 
Vf ( i ) Subject to the provisions of this Act, the init ia l capital 
of the Trust shall be five crores of rupees divided in the form 
of certificates each of which shall be of such face value as may 
be prescribed and contributed in the manner hereinafter provided, 
( i i ) Before such date as the Oentral Grovemment may, by not i f i -
cation in the Of f ic ia l tiajaette, specify in this behalf s 
(a) the Eeserve Bank shall contribute two and a half crores 
of rupees; 
(b) the Life Insurance Corporation shall contribute seventyfive 
lakhs of rupees; 
(c) the State Bank and the subsidiary banks shall contribute 
seventy-five lakhs of rupees, the amount which the State 
Bank and each subsidiary bank shall contribute being 
determined by the State Bank; 
(d) other institutions, namely, scheduled banks other than 
those referred to in clause (c) and such classes of financial 
institutions as may be modified by the Oentral (Government 
in the Of f ic ia l Gazette in this behalf may contribute one 
crore of rupees. 
( i i i ) If the aggregate of the contributions made by the institutions 
referred to in clause (d) of sub-section ( I I ) exceeds one crore 
of rupees, the Board shall refund the excess amount to such 
institutions, so however, that the amount to be refunded to each 
such institution bears, as far as possible, the same proportion 
to the contribution made by i t as the excess amount bears to the 
aggregate of the contributions made by such institutions. 
( V ) 
( iv ) I f the aggregate of the contributions made by the ins t i -
tutions referred to in clause (d ) of sub-section ( I I ) is less 
than one crore of lupees, the Eeserve Bank shal l contribute the 
deficiency within thirty days of the date specified under sub-
section ( I I ) J 
i'rovided that the Eeserve Bank may, thereafter, transfer the 
whole or any part of its contribution under this sub-section to 
any institution referred to in clause (d) of sub-section ( l l ) . 
(v) I f at any time the Board is of opinion that the amount 
of the In i t i a l capital is in excess of the requirements of the 
Trust, i t may refund the whole or any part of such capital to the 
contributing instilrutions: 
i^rovided that where only a part is so refunded the amount to be 
refunded to each such institution shall bear, as f a r as possible, 
the Same poroportion to the contribution made by i t as such 
part bears to the j j i i t ia l capital: 
irTovided further that for the purpose of any refund, the value 
of the in i t i a l capital shall be determined by the Board on such 
basis as the Central (rovernment may specify in this behalf , 
regard being had to the real or exchangeable value thereof. 
Maintenance of register of contributdpies? 
Y: The Board shal l maintain in such manner as may be prescribed 
a register containing the names of the contributing institutions, 
the amount contributed by each such institution and such other 
P£j:ticulars as may be prescribed. 
( V i ) 
Issue df oontribution certif icates: 
Ylt ( i ) As soon as may be after the contribution has been made 
by any contributing institution under section IV, the Board 
shall issue to such contributing institution a contribution 
certificate or oontribution certificates in such form and 
containing such particulars as may be prescribed, 
( i i ) Where the whole or any part of the contribution has been 
refunded to any institution "imdeiscsiib-section (V) of section 
IV, that institution shall, aa soon as may be after the 
refund has been made, forward the contribution certif icate or 
certificates to the Board for cancellation or amendment, as 
the case may be» and the Board shall cancel or amend the 
certificate or certificates accordingly. 
Right of transfer of contribution certificates in certain cases: 
V I I : ( i ) Any contributing institution referred to in clause (d) 
of sub-section ( I I ) of section IV may, in the prescribed manner, 
transfer a contribution certificate to any other institution 
referred to in thsit clause and thereupon such other institution 
shal l be deemed to be a contributing institution for the purpose 
of this Act. 
( i i ) Save as provided in sub-section ( I ) , a contribution cert i -
f icate shall not be transferred. 
Eights and l i ab i l i t i es of holders of oontribution certi f icates: 
VIII:Every holder of a contribution certificate shall have a l l the 
rights and be subject to a l l the l iab i l i t ies conferred or imposed 
on a contributing institution fey or under this Act. 
( v i i ) 
Chapter I I I 
maka&ekeht op the thjst 
Managementt 
IX ( i ) The general superintendence, direction gnd management 
of the a f fa i rs and business of the ^rust shal l vest in a Board 
of trustees which m a j r exercise a l l powers and do a l l acts and 
things which may be exercised or done by the Trust, 
( i i ) The Board shall , in discharging its functions under this 
Act, act on business principles, regard being had to the 
interest of the unit holders. 
Board of trustees: 
Xt The Board of trustees shall consist of the following namely: 
(a) the Chairman to be appointed by the Reserve Bank; 
(b) four trustees to be nominated by the Reserve Bank, of whom 
not less than three shall be persons having special 
knowledge o f , or experience in, commerce, industry, 
banking, finance or investment; 
(c) one trustee to be nominated by the Life Insurance 
Corporation; 
(d) one trustee to be nominated by the State Bank; 
(e) two trustees to be elected in the prescribed manner by the 
contributing institutions referred to in clause (d) of sub-
section ( i i ) of section IV; and 
( f ) an executive trustee to be appointed by the Reserve Bank; 
•frovided that if the appointment of the Chairman is whole-time, 
it shall not be necessary to appoint an executive trustees 
( v i i i ) 
i'rovided further that on the f i r s t constitution of the 
Board, the trustees referred to in clause (e) shall "be 
nominated by the Reserve Bank and shall hold office for a 
period of twelve months from the date of their nomination of 
until two trustees are elected under the said clause, whichever 
may he earlier. 
Terms of Office trustees: 
XI: ( i ) A trustee nominated under clause (h) of section X, i f he is 
an officer of the Reserve Bank, or a trustee nominated under 
clause (c) or clause (d) of that section shall hold office 
dnting the pleasiire of the authority nominating him. 
( i i ) A trustee nominated under clause (b) of section X, if he 
is not an officer of the Reserve Bank, or a trustee elected 
under clause (c) of that section shall hold office for four 
years and thereafter until his successor is duly nominated or 
elected, 
( i i i )A casual vacancy in the office of a trustee referred to 
in sub-section ( i i ) or in the office of a trustee nominated 
under the second proviso to section 10 shall be f i l l ed by 
election or nomination, as the case may be, and the trustee 
so elected or nominated shall hold office for the unexpired 
portion of the term of his predecessor; 
•frovided that no such vacancy occurring within, three months 
of the date of the expiry of the normal term of off ice of such 
trustee need be f i l l ed under this sub-section. 
( iv) A trustee nominated under the second proviso to section X 
( i x ) 
or a trustee nominated in his place under sub-section ( i i i ) 
of this section shall be deemed to be a trustee elected under 
clause (e) of section X. 
(v) A person who holds, or who has held, office as a trustee 
shall , subject to the other provisions of this Act, be el igible 
for renomination or re—election, as the cese may be. 
Disqualification for 
heln^r a trusteet 
XII: A person shall not be capable of being nominated or elected 
as a trustee if — 
(a ) he is , except in the case of the Chairman of the executive 
trustee, an off icer or other employee of the Trust; or 
(b) he is , or at any time has been, adjudicated as insolvent 
or has suspended payment of his debts or has compounded 
with his creditors; or 
(c) he is of unsound mind and stands so declared by a compe-
tent court; or 
(d) he has been convicted of an offence which, in the opinion 
of the Reserve Bank, involves moral turpitude. 
Yacatiofi gg^ d resigpatiop 
of office at trustee? 
XIII: ( i ) I f a trustee — 
(a ) becoiues subject to any of the disqualifications 
mentioned in section XII; or 
(b) is absent without leave of the Board from more than 
three consecutive meetings thereof; or 
(c) being a trustee elected or deemed to be elected under 
clause (e) of section X becomes an officer or other 
( X ) 
employee of Grovernment or of the Reserve Bank, 
State Bank, a subsidary bank or the Trust, his 
office shall thereupon become vacant, 
( i i ) A trxistee nominated under clause (b) of section X 
who is not an officer of the Beserve Bank or a trustee 
elected or deemed to be elected under clause (e ) of 
that section may be letter addressed to the Board 
resign his office and on such resignation being 
accepted by the Board shall be deemed to have vacated 
his of f ice . 
Ohairman and Exacutive trustee: 
XIVs ( i ) The appointment of a Chairman or of an executive trustee 
may be either whole-tijne or part-4ime; 
i:'rovided that i f the appointment of the Chairman is part-
time, the appointment of the executive trustee shall be 
whole-time. 
( i i ) The Chairman or the executive trustee shall —r 
(a) hold off ice for such term not exceeding f ive years 
as the Reserve Bank may specifyt 
(b) receive such salary or allowances or both from the 
Trust and be governed by such terms and conditions 
of service bb the Reserve Bank may determine; and 
(c) perform such functions as the Board may entrust 
or delegate to him. 
( X i ) 
Casual vaoancy in office of 
Qhfltman f>r e-gecnitive trastee: 
XVi If the Giialrman or the executive trustee is by infirmity 
or otherwise rendered incapable of carrying out his duties 
or is absent on leave or otherwise* in circumstances not 
involving the vacation of his appointment, the Reserve Bank 
may nominate another person to act in his place until the 
date on which the Chairman or the executive trustee^ as the 
case may be, resumes his duties. 
gees and allowances. 
of certain trustees> 
X7I: Trustees, other than the Chairman and the executive trustee, 
shall be paid such fees and allowances for attending the 
meetings of the Board or of any of its committees and f o r 
attending to any other work of the Trust, as may be prescribed: 
•Provided that no fees shall be payable to a trustee who is an 
o f f icer of Government or of any corporation established by any 
law for the time being in force. 
Meetings of Board:-
XVIItCi) The Board sha.ll meet not less than six times a year and at 
least once every two months and shall observe such rules 
of procedure in regard to the transaction of business at 
its meetings as may be prescribed, 
( i i ) The Chainaan, or, if for any reason he is unable to attend 
any meeting of the Board, any other trustee nominated by 
him in this behalf or, in the event of such nominated 
trustee also being unable to attend the meeting or no such 
( x i i ) 
nomination having been made by the Chairman, any 
other trustee elected by the trustees present at the 
meeting from among themselves, shall preside at the 
meeting. 
( i i i ) A l l questions vrhioh come up before any meeting of the 
Board shall be decided by a majority of vetes of the 
trustees present and voting, and, in the event of 
equality of votes, the Chairman or, in his absence, 
the person presiding, shall have a second or casting 
vote • 
Executive Oommittee and 
other committees? 
X7III: ( i ) There shall be an Sxecutive Oommitiee which shall 
consist of — 
(a ) the Chairman of the Board, 
(b ) where an executive trustee has been appointed by 
the Reserve Bank, such executive trustee, asnd 
(c) two other trustees nominated in this behalf by the 
Reserve Bank. 
( i i ) 5Jhe Qjaairman of the Board shall be the Chairman of 
the Executive Committee, 
( i i i ) Subject to such general or special directions as the 
Board may, from time to time, give the Executive 
Committee shall be competent to deal with, aiy matter 
within the competence of the Board. 
( x i i i ) 
( iv ) The Board may constiWite such other committees 
whether consisting wholly of trustees or wholly of 
other persons or partly of trustees and partly of 
other persons as i t thinks f i t and for such purpose as i t 
.may decide. 
(v) The Executive Committee or any other committee 
constituted under this section shall meet at such times 
and places and shall observe such rules of procedure in 
regard to the transaction of business at its meetings as 
may be prescribed. 
(v i ) The members of a committee (other than the trustees) 
shall be paid such fees and allowances for attending its 
meetings and for attending to any other work of the 
Trust, as may be prescribed; 
i^rovided that no fees shall be payable to a member who 
is an officer of Government or of any corporation 
established by any law for the time being in force. 
Chanter lY 
i^ OlBR MD FUHGTIONS OF THE5 THJST 
Business of Trust: 
XIXt ( i ) The Trust may carry on and transact any of the following 
kinds of business, namely: 
(a) selling and purchasing units; 
(b) investiiag, acquiring, holding or disposing of, 
securities and exercising and enforcing a l l powers 
and rights incidental thereto; 
( xiv ) 
(b) keeping money on deposit with schediiled bai&s or 
with such other institutions as may be prescribed; 
(d) generally, doing a l l such matters and things as my 
be incidental to or consequential upon the discharge 
of its functions under this Act. 
( i i ) The Trust shall not take on lease, purchase or otherwise 
acquire except for its own use any immovable property or any 
interest therein. 
Borrowing powers: 
XX: ( i ) The Trust may borrow from any authority or person, not 
being Grovemment or the Reserve Bank, against such security 
and on such terms and conditions as may be agreed upon. 
( i i ) The Trust may borrow money from the Reserve Bank repay-
able on demand or on the expiry of a fixed period not exceed-
ing ninety days from the date on which the money is so borrowed 
agaiitet stocks, funds and securites (other than immovable 
property) in which a trustee is authorised to invest trust 
money by any law for the time being in force in India. 
( i i i ) If the Boai^ d is of opinion that a situation has arisen 
in which it is necessary or expedient for the Trust to borrow 
money from the Reserve Bank against securities other than 
those mentioned in sub-sectionCii), the Trust may borrow money 
from that bank repayable on demand or within a period not 
exceeding eighteen months from the date on which the money 
is so borrowed against its own bonds which the Trust may issue 
with the approval of the Central Government. 
( ccxxvii ) 
( iv ) The bonds issued by tlie 3?rust under sub-section ( i i i ) 
shall be guaranteed by the Central Government as to the 
repayment of principal and the payment of interest at such 
rate as may be fixed by the Central Grovernment at the time 
the bonds are issued. 
anlLsabsBa-
XXI: ( i ) For the jiurpose of providing faci l i t ies for participation 
in the income, profits and gains arising out of the acquisition 
holding, management or disposal of seucirities by the Trust, 
the Board shall make a unit scheme. 
( i i ) Subject to the provisions of this Act, and the regula-
tions made under section 43, a scheme made under sub-section 
( i ) may provide for — 
(a) the issue of units and the face value of each unit, which 
shall not be less than ten rupees or more than one 
hundred rupees; 
(b) the form and manner in which an application may be made 
• for the purchase of a unit from the trust; 
(c) the manner in which payment may be made fo r purchasing 
a unit from the Trust; 
(d) the issue of unit certificates and the form and manner 
in which such certificates may be issued; 
(e) the issue of duplicate of any unit certificate in the 
event of loss or destruction of the original and the fee 
on the payment of which such duplicate may be issued; 
( f ) the procedure for determining the value at which the 
tinits may be sold or purchased, from time to time, by 
the Trust; 
( xvi ) 
(g) the recognition of Persons as unit ho le r s ; 
(h) the persons to w h o m , the time at which any payments 
in respect of a -unit shall be made by the Trust; 
( i ) the preparation and naintenance of a register, i f 
any, of unit holders; 
(3) the conditions, i f any, subject to which a unit holder 
may transfer the unit; 
aisy oiilcifex 'wlii^ lct -ttie '^ 'rvist my ^ ^ a l ^ r -feo 
necessary or proper for the effective Implementation 
of the scheme. 
( i i i ) The Board may, from time to time, add to or otherwise 
amend the scheme made under sub-section ( i ) . 
( i v ) The scheme made under sub-section ( i ) and every amend-
ment thereof under sub-section ( i i i ) shal l be notified in the 
Off ic ia l Gazette. 
ghapter Y 
• ALIOOATION AJfD DI3TBIHJTI0N OP INCOME 
Allocation of income. 
interest and other expenses: 
XXII : ( i ) The total gross income of the Trust in any year shall be 
allocated to the in i t ia l capital and the unit capital in the 
same proportion as the former bears to the latter at the end of 
that year. 
( i i ) The interest payable for any year for any borrowings 
made by the Trust and the total amount of other expenses 
incurred by the Trust in that year shall be allocated and 
( X7±±i 
charged to the in i t i a l capital and the unit capital in the 
same proportion as is referred to in sub-section ( i ) s 
i'rovided that i f the amoumt of expenses other than interest 
allocated to the unit capital is more than f ive per cent of the 
gross income allocated to the unit capital in that year, only 
an amount equal to such f ive per cent, sha l l he charged to the 
unit capital and the reat of the total amount of expenses other 
than interest shall be charged to the in i t ia l capital. 
Distribution of income: 
XXI I I : ( i ) The gross income allocated to the in i t i a l capital in any 
year reduced by the interest and the amount of other expenses 
charged for that year to the in i t i a l capital may be distributed 
in the prescribed manner among the contributing institutions 
in proportion to their contributions to the in i t ia l capital, 
( i i ) The gross income allocated to the unit capital in any 
year reduced by the interest and the amount of other expenses 
charged fo r that year to the unit capital may, but not less 
than ninety per cent of the gross income so reduced sha l l , be 
distributed to the unit holders in respect of that year. 
Distribution of income 
after refund of in i t i a l capital: 
XXI7; Notwithstanding anything contained in section XXII or section 
XXIII, where the whole of the in i t ia l capital has been refunded 
to the contributing institutions, the gross income in any year 
reduced by the interest payable for that year for any borrowings 
made by the Trust and the total amount of other expenses 
incurred by the Trust in that year may, but not less than 
ninety per cent of the gross income so reduced shal l , be 
( xx i i i ) 
distributed to the unit holders in respect of that year. 
Definition of year: 
XXV: In this Chapter 'year' means the period in respect of which 
the books and accounts of the Trust are balanced and closed 
under sub-section ( i i ) of section XXVI. 
Chapter VI 
AGGOOHTS AUD AUDIT 
XXVIs ( i ) The balance-sheet and accounts of the ?inist shall be 
prepared and maintained in such form and manner as may be 
prescribed. 
( i i ) The Board shall cause the books and accounts of the 
Trust to be bal^inced and closed each year as on such date 
as may be prescribed. 
Audit: 
XXVII: ( i ) The af fa irs of the Trust shall be audited by an auditor 
duly (qualified to act as an author under sub-section ( i ) of 
section 226 of the Companies Act, 1956, who shall be appointed 
by the Trust and shall receive such remuneration as the Trust 
may f i x , 
( i i ) The auditor shall be supplied with a copy of the annual 
balance-sheet of the Ty^st and it shall be his duty to examine 
it together with the accotints and wouchers relating thereto and 
he shall have a l i s t delivered to him of a l l books kept by the 
Trust and shall at a l l reasonable times have access to the 
books, accounts, vouchers and other documents of the Trust. 
( xix ) 
( i v ) The auditor shall make a report to the Trust upon the 
annual "balance-sheet and accounts examined by him and in 
every such report he shall state whether in his opinion the 
balance-sheet is a f u l l and f a i r balance-sheet containing a l l 
necessary particiilars and properly drawn up so as to exhibit 
a true and f a i r view of the state of a f fa i rs of the Trust and 
in case he had called for any information or explanation from 
the Board or ax^ off icer or other employee of the Trust, 
whether i t has been given and whether i t is satisfactory. 
i'ttl^iiQfttj.on pf aifflual 
accQunts and reports: 
XX7III: The Trust shalLl furnish to each of the contributing inst i -
tutions within four months from the date on wMch its accounts 
are balanced and closed in respect of any year a copy of the 
balance-sheet aiid accounts together with a copy of the auditor's 
report and shall publish the same in the Of f ic ia l Gazette. 
Furnishing of informa-
tion ^o Reserve B ^ g 
XXIXt The Trust shall furnish, from time to time to the Reserve Bank 
such information as the Reserve Bank may require. 
Chapter VII 
Miscellaneous 
i^ ower of Reserve Bank 
to ^pre cjirectionst 
XXX: In the discharge of its functions under this Act, the Trust 
* 
shal l be guided by such directions in matters of policy 
involving public interest as the Reserve Bank may give to i t 
( ccxxxii ) 
in writingt and if any question arises whether the 
direction relates to a matter of policy involving public 
interest, the decision of the Reserve Bank tJiereon shall 
be f ina l . 
Staff at grustt 
XXXI: ( i ) The Trust may appoint such niunber of officers and 
other employees as i t considers necessary or desirable for 
the efficient performance of its functions and determine 
the terms and conditions of their appointment and service, 
( i i ) Without prejudice to the provisions of sub-section ( i ) , 
i t shall be lawful for the Trust to ut i l i se , and for the 
Reserve Bank to make available, the services of such staff 
of the Reserve Bank on such terms and conditions as may be 
agreed ui&oxi \)e1r«een tlcie Tr-osi; axid -fclife B-eaexve Baals.. * 
Income-tax 
and oth^r taxes? 
XXXIIi ( i ) notwithstanding anything contained in the income-tax 
A c t , 1 9 6 1 , the Super i^'rofita Tax Act, 1963, or in any other 
enactment for the time being in force relating to income-
tax, super-tax or super profits tax, or az^ other tax on 
income, profits or gains -
(a) the Trust shall not be l iable to pay inoome-tax, super 
tax» super profits tax or any other tax in respect of 
any income, profits or gains derived by it from any 
soaroe; 
(b) where the income received by a unit holder, being an 
individual, from the Trust in respect of units does 
( xxi ) 
not exeeed one thousand rupees, such income, and where 
such income exceeds one thousand rupees, a sum of one 
thousand rupees, shall be excluded in computing the 
total income of the unit holder for purposes of income-
tax and in the case of any such unit holder who would 
not be l iable to super-tax but for the inclusion of such 
income in hia total income, also for purposes of 
s upe r-t ax J and 
(c ) where a contributing institution is liable to be 
assessed to super profits tax under the Super ir'rofits 
Tax Act, 1963, in respect of its own income, profits 
or gains and receives any sum from the '^rust under 
» 
this Act in respect of its contribution to the in i t ia l 
capital, such sum as reduced by the amount of any 
income-tax and super tax payable tn respect thereof 
shall be excluded from the total income of the said 
institution in computing its chargeable profits for 
the purposes of super profits tax. 
( i i ) Notwithstanding anything contained in section 193 or 
section 194 of the Income-tax Act, 1961 — 
(a) no deduction of income-tax or super-tax shall be 
made on" any interest or dividend payable to the Trust 
in respect of any securities or shares owned by it or 
in which it has f u l l beneficial interest; and 
(b) no deduction of income-tax shall be made by the Trust 
from the income distributed by i t to a unit holder 
being an individual. 
( xxii ) 
( i i i ) Subject to the foregoing sub-sections, for the purposes 
of the Income-tax Act, 1961 — 
(a) any distribution of income received by a unit holder from 
the trust shall be deemed to be his or income by way of 
dividends; and 
(b) the Trust shall be deemed to be a company. 
Act 18 of 1891 to 
apply in relation to Trust? 
XXXIII: The Bankers' Books Evidence Act, 1891, shall apply in 
relation to the Trust as if i t were a bank as defined in 
section 2 of the said Act. 
Beclaration pf 
f idel ity and secrecy: 
XXXIVi Every trustee, auditor, officer or other employee of the 
Trust or any employee of the Reserve Bank whose services 
are utilised by the Trust under section 31 shall, before 
entering upon his duties, make a declaration of f idel ity 
and secrecy in the form set out in the J^irst Schedule to 
this Act. 
Defects in appointments 
not to invalidate acts .etc.: 
XXXV; ( i ) Ho act or proceeding of the Board or of any committee 
of the Trust shall be questioned on the ground merely of 
the existence of any vacancy in, or defect in the consti-
tution of, the Board or committee. 
( i i ) No act done by any person acting in good fa i th g^ a 
trustee shall be deemed to be invalid merely on the ground 
that he was disqualified to be a trustee or that there was 
any other defect in his appointment. 
( xxii i ) 
Indeinnity of trustees: 
XXIVI: ( i ) Every trustee shall be indesmifled by the Trust against 
a l l losses and expenses incurred by him in, or in relation to, 
the discharge of his duties except such as are caused by 
his own wi l fu l act or default» 
( i i ) A Strustee of the Board shall not be responsible for 
any other trustee, or for any officer or other eiuployee 
of the Trust, or for any loss or expenses resulting to the 
Trust, from the insufficiency or deficiency of value of or 
t i t le to any property or security acquired or taken on behalf 
of the Trust or the insolvency or wrongful act of any debtor 
or any person under obligation to the Trust or ai^thing done 
in good faith in the execution of the duties of his office 
or in relation thereto. 
•ir'rotection of, action 
taken under this Act: 
XX3C7II:No suit or other legal proceeding shall l ie against the Trust 
or the Reserve Bank or saay trustee or any officer or other 
employee of the Trust or the Eeserve Bank or any other person 
authorised by the Trust to discharge any functions under this 
Act for arQT da:mage caused or likely to be caused by anything 
which is in good faith done or intended to be done in pursuance 
of this Act. 
Pelegation 2f.Z2Eers-
IXXVIIIsThe Board may, by general or special order, delegate to a a a y 
officer of the Trust, subject to such conditions and limita-
tions, if any, as may be specified in the order, such of its 
powers and duties under this Act as it may deem necessary. • 
( xiiv ) 
Nojf truat to be taken 
notioe of and protection 
froiB attacbmen;tt 
XXXIX:(i) No notice of a trust, express, implied or constructive, 
shall be receivable by the Trust. 
( i i ) The amount standing to the credit of a contributing insti-
tution shaH not be liable to attachment under any decree or 
order of any court in respect of any debt or l i ab i l i ty 
incurred by the contributing institution. 
Repayment of contribution in case of 
winding up of contributlnig institution: 
XXXX: ( i ) In the event of a contributing institution referred to 
in clause (d) of sub-section ( i i ) of section IV being wound 
up, the Trust shall , on a demand in that behalf made by the 
authority in charge of the winding up, pay to such authority 
an amoxmt equivalent to the value of the contribution to the 
in i t ia l capital made by that institution. 
( i i ) The value of the contribution shall be determined by the 
Board on such basis as the Central trovemment may specify, 
regard being had to the real or exchangeable value of such 
contribution. 
•fewer of Central u-overyiment 
to reconstitute Board: 
XXXXI:(i) Ngtwittetanding anything contained in section 10 or 
section 11, where the whole of the init ia l capital has been 
refunded to the contributing institutions, the Central 
Government may, after consxiltation with the Reserve Bank, 
by order, provide for the reconstitution of the Board. 
XXV 
( i i ) An order, made under sub-section ( i ) may provide for 
a l l or any of the following matters, namely — 
(a ) the number of trustees that w i l l constitute the Board; 
(b) the Bttnuer in which they shall be chosen; 
(c) their term of off icer; 
(d) f i l l i ng of casual vacandies; 
(e) such incidental, consequential and supplementary 
matters as may be necessaucy to give effect to the order 
including the reconstitution of the executive committee 
or other committees. 
( i i i ) Every order made under this section shall be published 
in the Of f ic ia l vxazette and a copy thereof shall be la id 
before each House of ±'arliament as soon as may be after it 
is made» 
Liquidation of ^usti! 
XXXXII: ( i ) The Trust shall not be placed in liquidation save by 
order of the Central (Government and in such manner as it may 
direct. 
( i i ) In making such order, the Central trovemment shall , i f 
the in i t ia l capital has not been wholly refunded, difect, 
among other things, that — 
( l ) the value of the net assets of the Triist after paying 
off a l l its l i ab i l i t i e s , other than those in respect 
of the in i t ia l capital and the unit capital shall be 
divided into two parts in the same proportion as the 
aggregate face value of a l l the units immediately prior 
( xxvi ) 
io the date on whicli the Trust is placed in liquida 
tion bears to the init ia l capital as on that date; & 
(£i ) the f i rst part shall "be distributed among the 
contributing institutions in proportion to their 
respective contributions to the init ia l capital as 
on that date and the second part shall be distributed 
among the unit holders in paroportion to the face valae 
of the units held by them as on that date. 
Regulations > 
t 
XXXXIIIj ( i ) The Board may, with the previous approval of the 
Reserve Bank, make regulations not inconsistent with 
this Act to provide for a l l matters for which provision 
is necessary or expedient for the purpose of giving 
effect to the provisions of this Act. 
( i i ) In particular and without prejudice to the generality 
of the foregoing power, such regulations may provide for — 
(a) the form and manner of maintenance of the register 
of contributing institutions and the particulars to 
be contained therein; 
(b) the face value of a contribution certificate, its form 
and the particulars to be contained therein; 
(c) the manner of transfer of a contribution certificate; 
(d) the rights and l iab i l i t ies of a contributing 
institution; 
(e) the holding and conduct of elections under this Act, 
including the f ina l decision on doubts or disputes 
regarding the validity of elections; 
( xxvii ) 
( f ) the fees and allowajaces that may he paid to the 
trustees. 
(g) the times and places of the meetings of the Board 
or of any committee constituted rnider this Act and 
the procedure to be followed at such meetings 
including the quorum necessary for the transaction 
of business j 
(h) the fees and allowances that maj be paid to the 
members of a committee, other than trustees; 
( i ) the institutions with which money may be kept on 
deposit; 
the manner of distribution of income to the 
contributing institutions; 
(k) the form and manner in which the balance-sheet and 
the accounts of the 5?rust shall be prepared and 
maintained; 
(1) the date on which the books of accounts of the 
SJiTist shall be balanced and closed each year; 
(m) the duties and conduct, salaries and allowances, 
and other conditions of service of officers and 
other employees of the Trust; 
(n) the establishment and maintenance of provident 
or other benefit funds for officers and other 
employees of the trust; and 
(o) any other matter which is to be, or may be, prescri-
bed. 
( xxviii ) 
( i i i ) Any regiilation which may be made by the Board 
under this Act may be made by the fieserve Bank within three 
months of the establishment of the Trust and any regulation 
so made may be altered or rescinded by the Board in the 
exercise of its powers under this Act. 
Amendment of certain 
enactments: 
XXXXIV: The enactments specified in the Second Schedule to this 
Act shall be amended in the manner provided therein. 
THE PIEST SCHEDUliE 
( See section XXXIV) 
Declaration of Fidelity and Secrecy: I do hereby declare 
that I w i l l faithful ly, truly and to the best of my ski l l and ability 
execute and perform the duties required of me as trustee, auditor, 
of f icer or other employee (as the case may be) of the Unit Trust of 
India and which properly relate to the office or position held by me 
in the said Trust. 
I further declare that I wi l l not communicate or allow to be 
communicated to any person not legally entitled thereto any infor-
mation relating to the af fairs of the Unit Trust of India or to the 
af fa irs of any person having any dealing with the said Trust; nor w i l l 
I allow any such person to inspect or have access to any books or 
documents belonging to or in the possession of the Unit Trust of 
India and relating to the business of the said Trust or the business 
of any person having; any dealing with the said Trust. 
Signed before me J (Signature) 
( rxix ) 
the second schedule 
(See section XXXXIV) 
amefidmehts op ceetadr enaotments 
i-aet i 
a m m m m s to the reserve bauk oe india act, 1934 
(2 of 1934) 
Amendments 
Amendment of section 2? 
1, In section 2, after clause ( f ) , insert the following clause, 
namely? -
(g) "Unit Trust" means the Unit Trust of Indiaestablished under 
section 3 of the Unit Trust of India Act, 1963. 
Amendment of section 17 
2. In section 17, 
(a) after clause (4BB), insert the following clause, namely; 
"(4BBB) the making to the Unit Trust of loans and advances 
( i ) repayable on demand or on the expiry of a fixed period 
not exceeding ninety days from the date of such loan or 
advance against the security of stocks, funds and securities 
(other than immovable property) in which a trustee is authorised 
to invest truit money by any law for the time being in force 
in India, or 
( i i ) repayable on demand or within a period of eighteen months 
from the date of such loan or advance against the security 
of the bonds of the Unit Trust issued with the approval of and 
guaranteed by the Central u^overnment;" 
ixxx ) 
0 
(b) after clause (4E), insert tlie following clause, namely; 
«(4F) contributing to the in it ia l capital of the Unit Trust." 
t-art I I 
AMEKDHENTS TO THE INDUSTRIAL DISir-UTES ACT, 1947 
(14 of 1947) 
Amendment 
Amendment of section 2: 
In section 2, in sub-clause ( i ) of clause (a ) after 'Deposit 
Insurance Corporation Act, 1961 or"insert the following, namely; 
"the Unit Trust of India established under section 3 of the Unit 
Trust of India Act, 1963"Qr". 
Tart I I I 
AMENDBENT TO THE INDUSTEIAL FINANCE GOErOEATION ACT,1948 
(15 of 1948) 
Amendment 
Substitution of new section for section XX. Investment of funds: 
For section XX, substitute the following namely; 
"XX. The Corporation may ivest its funds in the securities of the 
Central u-overnment or of any State (Government and may, with the 
approval of the Central ^4-ovemment, contribute to the init ia l capital 
of the Unit Trust of India established under the Unit Trust of India 
Act, 1963." 
i:'art lY 
AMENDMENTS TO THE STATE BANK OF INDIA ACT, 1855 (23 of 1955) 
Amendment 
Amendment of section 33: 
In section XXXIII, after clause (xix a ) , insert the following clause, 
namely: 
"(xix aa) contributing to the init ia l capital of the Unit 
Trust of India established under the Unit Trust of India Act, 
1963." 
Ai'PENDIX U 
THE mVS SCHEIE, 1964 
In exercise of the powers conferred by Section 21 of the 
Unit Trust of India Act, 1963 (52 of 1963), the Board of the Unit 
Trust of India hereby makes the following unit schemes 
1. Short t i t le and commencementJ 
(1) This scheme shall be called the Unit Scheme, 1964. 
( 2 ) It shall come into force on the Ist.rfuly, 1964. 
2. In this scheme, ixnless the context otherwise requires; 
(a) the 'Act' means the Unit Trust of India Act, 1963; 
(b) "acceptance date" with reference to an application made 
by an applicant to the Trust or its agent duly authorised 
in this behalf for sale or repiirchase of units by the 
Trust means the day on which the Trust or its authorised 
agent, as the case may be, after being satisfied that 
such application is in order, accepts the same; 
( c ) " in i t ia l sale period" means the period during which the 
Trust, in pursuance of the proviso to sub-alause ( 1 ) of 
ciause 8 hereof, sel ls units at the price of ten rupees 
per unit; 
(d) "number of units deemed to be in issue" means the aggregate of 
( i ) the number of units sold and outstanding, and 
( i i ) (a) the number arrived at by dividing by ten rupees 
the actual value of the in it ia l capital as on the f i r s t 
date of the in i t ia l sale period; or 
(b) where any portion of the in i t ia l capital has been 
returned under sub-section (5) of section 4 of the Act, 
the number which bears to the number ascertained under 
( i i ) 
paragraph ( i i ) ( a ) above, the same projiortion which the 
face value of the in it ia l capital for the time being 
bears to the sum of f ive crores of rupees; 
(e ) "recognised stock exchange" means a stock exchange, which 
is , for the time being, recognised under the Securities Contract 
(Regulation) Act, 1956 (42 of 1956); 
( f ) "unit" means one undivided share of the face value of 
rupees ten in tte miit capital? 
(g) a l l other e x p r e s s i o n s not defined herein but defined in 
the Act shall have the respective meanings assigned to them 
by the Act. 
3. Face value of each unit - ^he face value of each unit shall be 
ten rupees. 
4. Applications for linits - ( l ) Applications for units may be made 
by the following classes of persons ; 
(1) An individual or individuals, none of whom is a minor; 
( i i ) A company or other body corporate along with another 
company or body corporate or an individual or individuals, 
none of whom is a minor; 
( i i i ) A guardian on behalf of a minor. 
( 2 ) An application shall not be made jointly on behalf of a 
minor and another person, (3) Applications shall Ti« made in 
such form as may be approved by the Chairman of the Trust and, 
subject to the provisions of sub~clause ( 2 ) , the total number 
of applicants in each case shall not exceed four, 
(4) The number of units applied for shall . In a l l cases, be a 
multiple of ten. 
( i i i ) 
(5) (a ) The payment for the uniira applied for by an applicant 
shall be made by him along with the application in cash, 
cheque, draft, postal order, money order, mail trai^fer 
or credit transfer, including the cost of realising the 
cheque, draft or postal order, as the case may be. 
(b) If the payment is made by cheque or draft, the acceptance 
date w i l l be the date on which the proceeds of the cheque 
or the draft, as the case may be, are received by the 
Trust or its authorised agent. I f the amount tendered by 
way of payment for the units applied for is not sufficient 
to cover the amount pgg^able for the units applied for and 
other charges payable by the applicant, he shall be issued 
the number of units, being a multiple of ten, nearest to 
the number applied for by him and the balance, i f any, 
due to him shall be refunded to him at his cost in such 
manner as the Trust may deem f i t . 
5. ±'urchase may be made through a banker etc. — Ary person may 
maJce arrangements with a bariker or ai^ y other institution, empower-
ing i t , in accordance with law, to purchase units from the 
Trust on his behalf from time to tome. 
6. Sale of units — The contract for sale of units by the Trust 
shall be deemed to have been concluded on the acceptance date. 
On such conclusion of the contract for sale, the Trust or its 
agent, as the case may be, shal l , a3 soon thereafter as possible, 
send the applicant an acknowledgement therefor. As soon as 
possible thereafter, the Trust shall issue to the applicant 
one unit certificate representing the units sold to him, or. 
( iv ) 
' i f the applicant so desires, such number of certificates for such 
denominations as he may specify, provided each certificate shall 
be for ten units or multiples thereof. 
7, Repurchase of units — ( l ) ^he Trust shall at any time during 
the currency of this scheme on receipt by it of a unit certi f icate 
with the form on the reverse thereof duly f i l ed in, repurchase a l l 
or any part of the units comprised in the certi f icate, being 
always a multiple of ten; the certificate so received shall be 
retained by the Trust for cancellation. The Trust shall , in the 
case of re-purchase of a part of the units comprised in the 
certi f icate, issue a new certificate for the balance of the units 
held by the unit holder. Provided thatt 
(1) no person ^ h a l l be entitled to se l l units to the Trust 
during the in i t ia l sale period or during the period of 
three months immediately following the in i t ia l sale period; 
( i i ) no person shall be entitled to s e l l to the Trust, part only 
of the units comprised in a unit certificate if such sale 
would result in his becoming the holder of less tlian ten 
units J 
( i i i ) on sale of part of the units comprised in a unit certif icate 
the Trust w i l l issue to the sel ler a certificate for the 
balance of the units held by hian, on his paying to the 
Trust the stamp duty, i f any, payable on such certi f icate. 
(2) Hotwithstanding anything contained in sub-clause ( l ) : 
(a ) the Trust shall not se l l or repurchsise units during 
such period as the Reserve Bank may in writing direct; 
and 
( V ) 
(b) the Trust shall not be under an obligation to se l l or 
repuroliLase units on such days as are not working days. 
Explanation: For the purposes of this scheme, the term 'working day' 
shall mean a day which has not been either ( i ) notified under the 
Negotiable Instruments Act, 1881, to be a public holiday in the 
State of Maharashtra? or ( i i ) notified by the Trust in the Gazette 
of India as a day on which the head office of the Trust w i l l be 
closed* 
(3) ( i ) The contract for repurchase shall be deemed to have 
been concluded on the acceptance date, 
( i i ) Where an application by an applicant for repurchase of 
units from him has been accepted by the Trust, the 
Trust shall , as soon thereafter as possible, send the 
applicant an acknowledgement therefor. 
(4) Jr'ayment for the units repurchased by the Trust shall be 
made as early as possible after the acceptance date in such 
manner as the applicant may indicate in his application. 
No interest shall, on any account, be payable on the amount 
due to the applicant, and the cost of remittance or of 
realisation of cheque or draft sent by the Trust shall be 
borne by the applicant. 
8 . Sale or repurchase to be as on the acceptance date — ( l ) Every 
sale or repurchsise of units by the Trust shall be as on the 
acceptance date at the respective prices prevailing on that day? 
i'rovided that during the period of one month from the date on 
which this scheme comes into force, the Trust shall s e l l units 
at te lO each. 
( vi ) 
(2) The price at which a unit \?ill he sold on any day 
hy the Trust (hereinafter referred to aa the sale 
price) shall be arrived at hy dividing the value 
(determined as hereinafter indicated) as at the 
close of business on the immediately preceding 
working day, of the assets of the Trust, reduced 
by its l i ab i l i t i e s , not being contingent l i ab i l i t i es 
or l iab i l i t ies in respect of the in i t ia l capital 
and the unit capital including reserves, i f any, as 
at the close of business on the said day, by the 
number of units deemeA to be in issue as at the close 
of business on the said day, adding thereto such sum 
as in the opinion of the Trust is adequate to cover 
brokerage, commission, taxes, if any, stamp duties, 
other charges in relation to the acquisition of invest-
ments b3r the Trust and management expenses, and adjust-
ing upw«wds the resulting price by not more than 5 pais a 
per unit. 
(3) The price at which a unit w i l l be repurchased by the 
Trust on any day (hereinafter referred to as the 
repurchase price) shall be arrived at by dividing the 
value (determined as hereinafter indicated) as at 
the close of business on the immediately preceding 
working day, of the assets of the Trust, reduced by its 
l i ab i l i t i e s , not being contingent l i ab i l i t i es or l i ab i -
l i t ies in respect of the init ial capital and the unit 
capital including reserves, i f any, as at the close of 
( v i i ) 
business on the said day, by the number of units 
deemed to be in issue as at the close of business on the 
said day, deducting therefrom such sum as in the opinion 
of the Trust is adequate to cover brokerage, commission, 
taxes, if any, stamp duties, other charges in relation to 
the realisation of investments by the Trust, and adjust-
ing downwards the resulting price by not more than 5 paisa 
per unit. 
( 4 ) The sale price or the repurchase price of a unit shall be 
arrived at on the basis of the material available with 
the Trust on the day on which the sale price, or the 
repurchase price, as the case may be, is arrived at. 
9. (i^xblioation of sale price and 
repurchases price-
The Trust shall, as ear^-y as possible after the close 
of business on each working day, publish in such manner as i t 
may deem f i t , the sale price and the repurchase price of units, 
10.Valuation of ^issets of Trust: 
( 1 ) For the purposes of valuation of the assets under sub-
caluses ( 2 ) and (3) of clause 8, the assets of the Trust 
shall be classified into (A) oash, (B) Investments and 
(u) Other Assets. 
(2 ) Investments shall be valued by taking 
I i ( a ) the closing prices on the atock exchange, as on 
every working day, of the securities held by the 
T rust: 
( r i i i ) 
ir'rovided where a security is q.uoted on more than 
one stock exchange, the manner of deteriiiining the 
price of such security shall be decided by the 
Trust. 
( b ) where any investment was not, during the relevant 
period, dealt in, or quoted on any recognised stock 
exchange-, such value, as the Trust may, in the 
circiimstances, consider to be the f a i r value of 
such investment;: and 
l i s adding thereto 
(a) in the case of interest earning deposits interest 
accrued bat not taken credit forr 
(b) in the case of G-overnment securities and debentures, 
interest accured but not taken credit for? and 
(c) in the case of preference shares and equity shares 
quoted ex-dividend, any dividend declared but not 
received. 
(3) Other assets shall be value at their book value. 
11. Form of Unit uertificai;e: 
Unit certificates shall be in Form A annexed hereto. Bach 
unit certificate shall bear a distinctive number, the 
number of units represented by the certificate and the 
name of the unit holder. 
12. Unit oertif lcate: 
A unit certificate may represent any denomination of units, 
lieing a multiple of ten. 
( x ) 
13. Maimer of Tsreparation of unit certifieatet 
The unit certificates may be engraved or lithographed or 
printed as the Board may, from time to time» determine and 
shall be signed on behalf of the Trust by two persons duly 
authorised by the Trust. Every such signature shall be auto-
graphic until such tiiue as an arfangeiaent is authorised by 
the Trust adopting some niethod of mechanical signature; 
thereafter, a l l such signatures w i l l be effected by the 
method so adopted. No unit certif icate shall be valid 
unless and until it is so signed. Unit certificates so 
signed shall be valid and binding notwithstanding that, 
before the issue thereof, any person, whose signatxire 
appears thereon may have ceased to be a person authorised to 
sign unit certificates on behalf of the Trust. 
14. Trusts not to be recognised regarding unit certi f icates: 
The person in whose name a unit certificate has been issued 
shall be the only person to be recognised by the Trust as 
the unit holder and as having any right, t i t l e or interest in 
or to such unit certificate and the units which it represents 
and the Trust may recognise such unit holder as absolute 
owner thereof and shall not be bound by any notice to the 
contrary or to taJce notice of the execution of any trust or, 
save as herein expressly provided or as by same court of 
competent jurisdiction ordered, to recognise any trust or 
equity or other interest affecting the t i t l e to any unit 
certif icate or the units thereby represented. 
( cclii ) 
15. Excliange of unit certificates 
and procedure when certificate 
is n(altilated« defaced« lost etc: 
( l ) Subject to the provisions of this scheme, every unit 
holder shall be entitled to exchange any or a l l of his 
unit oertificates for one or uiore unit certificates 
of such denominations as he may require, representing 
tne same aggregate number of units. While applying 
for such exchange, the unit holder shall surrender to 
the Trust the unit certificate or certificates to be 
exchanged and shall pay to the Trust a l l moneys ( i f 
any payable thereunder) in respect of the issue of the 
new unit certificate or certificates* 
(2) In case .'any unit certificate shall be mutilated or 
defaced, the Trust in its discretion may issue to the 
person entitled a new unit certificate representing the 
same aggregate number of units a3 the mutilated or 
defaced unit certif icate. In case any unit certificate 
should be lost, stolen or destroyed, the Trust may, in 
its discretion issue to the person entitled a new unit 
certificate in lieu thereof. No such new unit cert i -
ficate shall be issued unless the applicant shall 
previously have 
( i ) furnished to the Trust evidence satisfactory to it 
of the mutilation, defacement, loss, theft or 
destruction of the original unit certificate; 
( i i ) paid a l l expenses in connection with the investiga-
tion of the facts j 
( x i ) 
( i i i ) (in case of mutilation or defacement) produced 
and surrendered to the Trust the mutilated or 
defaced unit certif icate; and 
( iv ) furnished to the Trust such indemnity as it may 
require. 
The Trust shall not incur any l iab i l i ty for issuing such 
cert i f icate in good faith under the provisions of this clause. 
(3) The Before issuing any unit certificate under the 
provisions of this clause, the Trust may require the 
applicant for the unit certificate to pay a fee of f i f t y 
paisa per unit certificate issued "by i t , together with a 
sum sufficient in the opinion of the Trust to cover the 
stamp duty, if any, or other charges or taxes that may he 
payable dn connection with the issue of such certi f icate. 
16. Register of Unit Holders: 
The following provisions shall have effect with regard to 
the registration of unit holders: 
1. A register of the unit holders shall be kept by the 
Trust and there shall be entered in the register: 
(a) The names afid addresses of the unit holders; 
(b) the distinctive number of the unit certificate 
or certificates and the number of units held by every 
such person; and 
(c) the date on which such person became the holder of 
the units standing in his name. 
2. No appliaation for registration as a unit holder shall 
be entertained unless the application relates to a number 
( x i i ) 
of tmits being a maltiple of ten: 
Provided that where, on the death of a unit holder, any 
other person becomes entitled to a number of units not 
being a multiple of ten, such person may be registered as 
a unit holder in respect of such number of units: 
Provided further that the Trust may, on application by 
such person in the appropriate form, se l l to or repurchase 
from such person, such minimum number of units as may be 
necessary to maice the units held by him a multiple of ten; 
Provided however that such person shall , within six 
months from the date of his being so registered, purchase 
or se l l units so as to maice the number of units held by 
him a multiple of ten. 
(3) Only the person or persons, as the case may be, registered 
as the holder or holders shall be recognised by the Trust 
as being entitled to the units in respect of which he or 
they have been so registered. It shall be lawful for the 
registered holder or holders, as the case may be, of a 
unit certificate to receive and retain any income d is t r i -
buted by the Trust in respect thereof notwithstanding th^t 
he or they, as the case may be, may have already transferred 
the certificate unless an application for registfation of 
the transfer has been made to the Trust in accordance with 
the provisions of clause 20 within f i f teen days of the 
date on which the income in respect of such certif icate 
becomes due* 
( x i i i ) 
(4) I f any unit certificate stands registered in the names 
of two or more persons, such persons shall be deemed to 
hold the unit certificate jointly and a discharge by the 
person f i r s t named in the register of unit holders shall , 
as regards receipt of amounts due in respect of suoh units 
discharge the Trust in respect of such amounts. 
( 5 ) Any change of name or address on the part of any unit 
holder shall be notified to the Smst, which, on being 
satisfied of such change and on compliance with such 
formalities as i t may require, shall alter the register 
accordingly. 
(6) Except when the register is closed in accordance with the 
provisions in that behalf hereinafter contained, the 
register shall during business hours (subject to suiah 
reasonable restrictions as the Trust may impose but so 
that not less than two hours on each business day shall 
be allowed for inspection) be open to inspection by any 
unit holder, without charge. 
( 7 ) The register w i l l be closed at such times and for such 
periods as the Trust may from time to time determine 
provide4 &hait it shall not be closed for more than 30 
days in any one year; the Trust shall give notice of 
such closure by advertisement in such newspapers as the 
Board may direct• 
(s) No notice of any trust express, implied or constructive 
shall be entered on the register in respect of any unit. 
( xiv ) 
17. Receipt bv unit holder to diacliarge IPrast? 
The receipt of the unit holder for any moneys paid to hid 
in reapeot of the units represented by the certificate shall he 
a good disJiarge to the Trust» 
13. Beath of joint holder of unit certificatet 
1. In case of death of any one of the joint holders of a 
unit certificate, the survivors or survivor shall be the 
only person recognised by the Trust as Mving any t i t le 
to or interest in the units represented by the certificate 
Provided that nothing herein contained shall af fect 
any right which any other person may have as against 
such survivors or survivor in respect of the said units. 
2. The executors or adminiatrators of a deceased sole unit 
holder or a holder of succession certificate issued under 
Part X of the Indian Succession Act, 1925 (39 of 1925) 
shall be the only persons who may be recognised by the 
Trust as having any i i t l e to the unit. 
3. Any person becoming entitled to a unit In consequences 
of the deata or banicruptcy of any sole unit holder or of 
the survivors or survivor of ^oint unit holders may 
subject as hereinafter provided, upon producing such 
evidence as to his t i t le as the Trust shall consider 
sufficient, either be registered as the holder of such 
unit upon giving to the Trust notice in writing of his 
desire to the effect, or transfer such unit to some other 
person. A l l the limitations, restrictions and provisions 
of this scheme relating to transfers shall be applicable 
to any such notice or transfer as if the death or banlc-
) 
kruptcy iMid not occurred and such notice or transfer 
were a transfer executed by tne unit ladder. 
( « ) The Trust may retain any moneys payable by i t in respect 
of any unit of which any person is entitled to be register^ 
as the unit holder or which any person under these provi-
sions is entitled to transfer, until such person be 
registered as the holder of such unit or shall duly 
transfer the sajne* 
19. Applications by and registration 
of bodies corporate and minors: 
1. A body corporate may be registered as a unit holder or 
one of joint unit holders. 
2. A minor may not be registered as a unit holder. An 
adult, being the lawful guardian of a minor, may, in 
his capacity as such lawful guardian, be registered as a 
unit holder. Such adult shall furnish to the Trust in 
such manner as it may specify, the age of the minor and 
proof to the satisfaction of the Trust, that the age 
furnished is correct, and that such adult is the lawful 
guardian of the minor. 
3. Applications by companies or other corporate bodies shall 
be accompa:nied by the relevant documents showing the 
applicants' competence to invest in units, such as Memo-
randum and Articles, Bye-laws etc., an authorised copy 
of the resolution by the managing body, and a copy of the 
requisite power of attorney. 
( xvi ) 
(4) A firm or other association of persons (not being 
incorporated), as such, shall not be registered as a 
unit holder. 
{$) Not more than four persons may be joint holdera. 
20. transfer of Units? 
(1) Every unit holder shall be entitled to transfer the 
units or ai^ of the units held by him by an instrument 
in writing in a form approved by the Chairman of the Trust 
provided that no transfer shall be registered If the 
registration thereof would result in the transferor or 
the transferee being a holder of a number of units not 
being a multiple of tent 
Provided no transfer, except a transfer in favoxir of , 
or by, a banking institution, shall be registered until 
the 30th June 1965; 
Provided, however, the Board may, in its discretion, 
register any transfer even before the expiry of the 
30th June, 1965. 
(2) Every instrument of transfer shall be duly stamped ( i f 
under the law it requires to be stamped) and left with 
the Trust for registration along with the relative unit 
certif icate or certificates and such other evidence as 
the Trust may require in support of the t i t l e of the 
transferor or his right to transfer the units. The 
Trust may dispense with the production of any unit 
certificates which shall have become lost, stolen or 
( X 7 i i ) 
destroyed, upon compliance by the transferor with the 
li^e requirements to those arising in the cause of an 
application by him for the replacement thereof. 
(4) A l l instruments of transfer, which may be registered, 
shall be retained by the Trust. 
21. Applioations and transfer forms 
3j.^ed by a1?tornfys,: 
I f any application or transfer form is signed by a person 
holding a power of attorney empowering him to do so, the original 
power of attorney or a notarially certified copy of the same, 
should be submitted along with the application or the transfer 
form, as the case may be, unless the power of attorney has 
already been registered in the books of the Trust. 
22. Distribution of income of Trust: 
The distribution of the income of the Trust shal l be in 
the following manner, namely — 
( i ) The tot^il gross income of the Trust In any year wi l l 
be divided between the init ia l capital and the unit 
capital in the same proportion as the former bears 
to the latter at the end of that year, 
( i i ) The interest payable in any year for any borrowings 
made by the Trust and the total amount of other expendi-
ture incurred by the Trust in that year shall be 
allocated and charged to the init ia l capital and the 
unit capital in the proportion as is referred to in 
the sub-clause ( i ) : 
( x v i i i ) 
Provided that if the amount of expenses other than 
interest allocated to the unit capital is more than 
f ive per cent of the gross income allocated to the 
unit capital in that year, only an amount e^ual to such 
five per cent shall he charged to the unit capital 
and the rest of the total amount of expenses other than 
interest shall he charged to the init ia l capital* 
(iii)!Phe gross income allocated to the unit capital in any 
year reduced by the interest and the amount of other 
expenses charged for that year to the unit capital, 
hut not less than ninety per cent of the gross income 
so reduced, shall be distributed to the unit holders 
in respect of that year, 
( iv) Where a unit holder is an individual, any amoxmt distr i 
buted by the Trust to such unit holder shall be paid 
to hii without deduction of income-tax. 
23. Payments to unit holders* 
(1) The income distributable to the unit holders shall be 
paid, as soon as may be, after the closing of the 
annual acco^mt3, as on the 30th June of each year. 
(2) No interest shall be payable by the Trust on sutoh 
income distributable among the unit holders. 
(3) The income distributable among the unit holders shall 
be paid by cheque or warrant drawn on the Trust's 
bankers at the place where its head of f ice is situated, 
or, at the option of the unit holder, by a bank draft 
or money order, the charges for such bank draft or money 
( cclxi ) 
order, being borne by the unit holder. 
24. Publication of accounts; 
The Trust shall as soon as may be after the 30th June of 
each year cause to be published in such manner as the Board may 
decide, accounts in the manner specified by the Board, showing 
the wording of the scheme during the period ending on the 
30th June. The Trust shall, on. a request in writing received 
from a unit holder, furnish him a copy of the accounts so 
published. 
25. Additions and amendments to schemet 
The Board majr from time to time add to or otherwise amend 
this scheme and any amendment thereof wi l l be notified in the 
ofif icial Gazette. 
26. Scheme to be binding: on unit holders? 
The terms of this scheme, including any amendments thereof 
from time to time, shall be binding on each unit holder and 
every other person claiming through hii as i f he had 
expressly agreed that they should be so binding. 
27. Copy of scheme to be available 
for inspection and for sale? 
A copy of this scheme incorporating a l l amendments thereto 
shall be made available for inspection at the offices of the 
Trust at a l l times during its business hours and shall be supplied 
by the Trust to any person on application at a charge of Ee 1.00 
per oopy. 
( XX ) 
FORM A 
- Emblem -
trUlT I!BUST OF INDIA, BOMBAY 
(Incorporated under the Unit Trust of India Act, 1963) 
TJHIT SOHBUS 
(Clause 11) 
Unit Certificate Kfo. ^^o. of Units 
This is to certify tnat tlie person/s named in this 
certif icate is/are the Registered Holder(s) of 
Units, each of the face value of Rupees Ten, subject to the 
provisions of the Unit Trust of India Act, 1963 (52 of 63), the 
Regulations framed thereunder and the Unit Scheme, 1964. 
Hame/s 
1. 
2. 
3. 
4. 
FOR THE MIT TRUST OF INDIA 
Date. 
No transfer of the units comprised in this certificate or any 
portion thereof is valid unless registered with the Head Office 
of the Unit Trust for which an application in the prescribed 
form should be made accompanied by this certificate. 
( x x i ) 
POBM OP APPLI(3ATI0N FOE REPUEOHASS OF UNITS 
fo Date 
Tlie Unit Trust of India, 
P.BJIo. 
Bombay-l. 
l A e 
an/are 
the registered holderCs) of tinits of the Unit 
Trast of India and am/are desirous of selling to the Trast a l l 
the said - ..units 
@ .units out of the said units 
and accordingly of fer the same for repurchase by the Unit Trust 
at the repurchase price on the Acceptance Day in respect of this 
application. 
* 
The price of the units may be paid to me by cash/cheque/ 
bank draft/postil order or money order at ny cost. 
I/We may be issued a unit certificate for the balance of 
.units and the said unit certif icate 
may be sent by registered post at my/on® cost to Shri 
at the address given below. 
Signature/s of holder(s) 
* » • •> < 
1. 
Signature of witness 2. 
Occupation: 3. 
Address: 4. 
Signature of witness 
Occupation: 
Address: 
For the use of the Office Acceptance Date 
@ Should be exact multiple of ten. 
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